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INTRODUCTION 


Organisational problems have always been at the centre of 
attention in our society as far as Soviet industry is concerned. 

Practical experience always has helped and docs help in finding, 
testing and selecting the most rational and efficient forms and 
methods of economic management. 

A study of the experience accumulated by industrial management 
organisations during the transitional period and also by production 
amalgamations operating in this country between 1917 and 1932, 
deserves special attention. 

Historical parallels being only of relative value, many common 
factors can be observed in the way amalgamations in thc transitional 
period and present-day production amalgamations solve production 
and economic problems. Moreover, it was specifically the amalgama¬ 
tions in thc first five-year-plan period that served as a basis for 
narkornats (Peoples Commissariats) being organised to lake charge 
of thc different branches of industry. 

A study of economic management in the 1920s is not only of 
historical significance. In recent years, much has been written in 
bourgeois literature about the economic reform in the USSR and the 
other socialist countries. Bourgeois critics try to prove, for example, 
that thc idea of production amalgamations has been borrowed from 
the capitalist world. In fact, this idea appeared immediately after the 
Great October Socialist Revolution. Amalgamations in some form 
or another were operating in the country for a period of almost 
fifteen years. 

The authors of this book set themselves the task of showing how 
the socialist system of industrial management took shape along with 
the budding of the socialist economy. Socialism had largely been 
Guilt in the USSR by the end of the Second Five-Year plan, and the 
fulfilment of this task brought the transitional period to a close. 
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During the hirst Five-Year Plan, the foundations of the material 
and technical base of socialism were laid. The branch system of 
industrial management took shape and the transition from the system 
of economic councils to that of branch People’s Commissariats was 
also accomplished during this period. 

This book is based on a study of Lenin’s works, of CPSU and 
Government economic decisions, analysis of monographs, journals 
and newspapers of the 1920s, and a study of documents in the 
Central State Archive of the USSR National Economy and in 
the Central State Archive of the October Revolution. The authors were 
consequently able to analyse how the socialist system of industrial 
management took shape, what were the main organisational forms 
and methods of management and regulation at the different stages 
during the building of socialism, and what place was held by pro¬ 
duction amalgamations in industrial management during the transi¬ 
tional period. 

From the formation of the Supreme Economic Council until its 
abolition at the end of the First Five-Year Plan period, three main 
stages can be distinguished in the development of the socialist system 
of industrial management. 

Stage 7—from November 1917 to August 1921. During this 
period, the organisational structure of socialist industry took shape 
and management methods were developed. The difficulties arising 
from the Civil War and foreign intervention exerted a significant 
influence on how these tasks were solved. 

Stage 2 covers the period from August 1921 to December 1929. 
During this time following the decisions of the Tenth CPSU Con¬ 
gress a reorganisation was begun of the system and methods of 
industrial management, in conformity with the goals and tasks of the 
New Economic Policy, and trusts and syndicates became widespread 
in industry. 

Stage 3 begins with the December 5, 1929 Resolution of the 
CPSU Central Committee “On the Reorganisation of Industrial 
Management”. In accordance with this, the system and methods of 
industrial management were reorganised in conformity with the goals 
and tasks of industrialisation of the national economy. This period 
ended on January 5, 1932, when the Supreme Economic Council was 
abolished and the transition to branch People’s Commissariats was 
accomplished, which meant that a branch system of industrial 
management had taken shape. 


Chapter I 


The Formation 

of the Organisational Structure 
of the Management of State Industry 
( 1917 - 1921 ) 


1. The Formation of the Supreme Economic Council 
and Its Central Economic Apparatus 

After the Great October Socialist Revolution, the work¬ 
ing class in Russia, under the leadership of the Commu¬ 
nist Party, set about organising the national economy on 
new, socialist principles. In his work ‘file Immediate 
‘Tasks of the Soviet Government. Lenin wrote: “This is 
the most difficult task, because it is a matter of organis¬ 
ing in a new way the most deep-rooted, the economic, 
foundations of life of scores of millions of people. And it 
is the most gratifying task, because only after it has been 
fulfilled (in the principal and main outlines) will it be 
possible to say that Russia has become not only a Soviet, 
but also a socialist, republic .” 1 

The socialist economy is based on public ownership of 
the means of production, which emerged when private 
ownership of the means of production was abolished, 
that is, bourgeois property was nationalised. This results 
from the very essence of the socialist revolution, for only 
the elimination of private ownership and the transfor¬ 
mation of the land, factories, plants, banks, railways and 
so on into national property can put an end to the domi¬ 
nation of the bourgeoisie. In their Manifesto of the Com¬ 
munist Party Karl Marx and Frederick Engels, the foun¬ 
ders of scientific communism, put forward the argument 
that, after seizing power, “the proletariat will use its 

1 V. I. Lenin, Collected Works, Vol. 27, p. 242-43. 
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political supremacy to wrest, by degrees, all capital from 
the bourgeoisie, to centralise all instruments of produc¬ 
tion in the hands of the State, i.e., of the proletariat 
organised as the ruling class; and to increase the total 
of productive forces as rapidly as possible”. 1 

Under the domination of monopolies, centralisation of 
the means of production and socialisation of labour 
reaches a level when, as Marx expressed it, they '‘beco¬ 
me incompatible with their capitalist integument ’. 2 A 
situation arises when bourgeois society is not capable of 
making full use of the enormous potential opportunities 
inherent in the rapidly developing productive forces. 
Capitalist production relations cease to correspond to the 
level of development of productive forces. The productive 
forces can only be liberated from the 'capitalist integu¬ 
ment” by putting the basic means of production at the 
disposal of the whole society. 

On the eve of the Great October Socialist Revolution 
in Russia, all the necessary conditions for socialisation 
of the basic means of production were present. The high 
degree of monopolisation of industry, trade and banking, 
and the intensive formation of state-monopoly capital 
during the First World War testified to the fact that all 
the conditions existed in the country for nationalising 
bourgeois property. The increasing degree of organisa¬ 
tion of the working-class movement under the leadership 
of the Leninist Party indicated that there was a political 
force in Russia capable of carrying out this nationalisa¬ 
tion in the interests of all the working people. In his 
“The Tasks of the Proletariat in the Present Revolution ’ 
and brochure 7 he Impending Catastrophe and How to 
Combat It and in a number of other works, Lenin stres¬ 
sed that the objective course of economic and social 
development in Russia leads the proletariat directly to 
the necessity of transferring the basic means of produc¬ 
tion into the hands of society. 

1 K. Marx arid F. Engels, Selected Works, in three volumes, 
Vol. 1, Moscow, 1973, p. 126. 

2 K. Marx, Capital , Vol. 1, 1974, p. 715. 
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After the victory of the Great October Socialist Revo¬ 
lution in 1917, one of the major conditions for stabilis¬ 
ing the economic life in the country was to establish state 
regulation of the economy, and, “if carried out in earnest, 
the regulation of economic activity would demand the 
simultaneous nationalisation of the banks and the syn¬ 
dicates”. 1 

Before setting about regulating economic activities, 
however, the working class in Russia had first to elimi¬ 
nate the pre-revolutionary state and economic apparatus. 
This resulted from the Marxist-Leninist doctrine of the 
proletarian revolution, which envisages the break-up of 
the old state machinery and, consequently, elimination of 
all its economic regulation units. With the change in the 
nature of the social system, the old economic apparatus, 
its functions and purpose enter into irreconcilable con¬ 
tradiction with the new social system and the principles 
of economic management engendered by socialist owner¬ 
ship of the means of production. 

This is why, from the very first days of the Soviet 
Republic, the question arose of setting up a system of 
new economic management agencies with fundamentally 
different work methods and tasks. I he sharpening class 
struggle, the difficult war period, economic destruction 
and hunger made solution of this task extremely urgent. 

The creation of a central economic agency that would 
best be capable of ensuring realisation of all our Party’s 
plans to establish the foundation of Soviet economy was 
a question of exceptional importance among the different 
aspects of the management problem. The rapidly chang¬ 
ing economic and political situation in the country pre¬ 
sented the Soviet authorities with more and more, and 
at the same time extremely complex, problems in orga¬ 
nising the economy. The proletariat still lacked the ex¬ 
perience and specialised knowledge needed to manage the 
national economy. Under these circumstances, it was 
virtually impossible to set up a final organisational 

1 V. I. Lenin, Collected Works , Vol. 25, p. 335 . 












scheme, thought out in every detail, for managing so¬ 
cial production. This is why different variants of such 
a scheme emerged, often differing significantly from one 
another. Carefully weighing up each of the suggested 
projects, selecting the best and overcoming the obstinate 
rcsistence of the class enemies and internal Party oppo¬ 
sition, the Communist Party, under Lenin’s leadership, 
elaborated and implemented the idea of forming the 
Supreme Economic Council. 

The Supreme Economic Council (SEC) was made the 
central economic authority of the Soviet Republic, res¬ 
ponsible for all branches of the national economy. This 
predetermined its functions. The All-Russia Central 
Executive Committee and the Council of People’s Com¬ 
missars set up the SEC by a decree adopted on Decem¬ 
ber 2, 1917, which described it as a planning, regulating, 
managing and supervising agency. Its main task was 
“organisation of the national economy and state finances”. 

The main task which the proletarian party set itself 
was to build a socialist society, so the new economic 
agency of the proletarian state was empowered to natio¬ 
nalise private property and this took the form of con¬ 
fiscation, requisitioning, sequestration and enforced syn¬ 
dication of different branches of industry and trade. It 
was also granted the right to carry out other measures 
in the spheres of production, distribution of output and 
organisation of state finances. 

As well as planning the socialist mode of economic 
activity, the Supreme Economic Council was to regulate 
all the economic life in the country, including the private 
sector. In this connection, the SEC Statute adopted on 
December 1, 1917, pointed out that the SEC was “to 
work out general guidelines and a plan for regulation of 
the economic activities in the country”, i.e., questions 
related to regulation of the national economy as a whole. 

As the co-ordinating centre, the SEC was made res¬ 
ponsible for co-ordinating and uniting the activities of 
central and regional commissariats and departments, ft 
supervised the functioning of central and regional work¬ 
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ers’ control agencies and was to co-ordinate and unite 
the corresponding activities of factory and professional 
working-class organisations. It was also established in 
the Statute that all existing institutions for economic re¬ 
gulation were subordinate to the Supreme Economic 
Council. 

In its first year of existence, the SEC was occupied 
with all questions concerned with organisation of the 
national economy; it worked out the foundations of the 
Soviet Republic’s economic policy, planned economic 
measures for individual commissariats and took an ac¬ 
tive part in preparing economic legislation for the Soviet 
Republic. 

In the sphere of industry, the SEC prepared and put 
through nationalisation of industrial enterprises, super¬ 
vised organisation of production in these enterprises and 
concerned itself with capital construction, financing, 
transport engineering, repair and maintenance of locomo¬ 
tives and rolling stock, and regulation of external com¬ 
modity turnover as far as was necessitated by the state’s 
monopoly over foreign trade. In the sphere of interna] 
commodity turnover, it dealt with organisation of con¬ 
trol over private capital, nationalisation of warehouses, 
private firms, stock-taking of inventories and regulation 
of prices on the home market. An important place in 
the work of the SEC was occupied by problems concer¬ 
ned with supplying the people with consumer goods, or¬ 
ganising commodity turnover in the countryside and also 
by finance policy as a whole. The SEC organised pro¬ 
duction of agricultural equipment and procurement of 
technical raw materials, and promulgated resolutions 
regulating land utilisation. 

The SEC was concerned with financial problems 
because, in supervising the nationalised industry and 
organising capital construction in all branches of the 
economy, it allocated credits and took a direct part in 
the work of existing financial agencies (State Bank, the 
People’s Commissariat for Finance and other financial 
institutions). 







All questions concerning the economy submitted to the 
Soviet Government for consideration were, during this 
period, prepared and presented by the Supreme Econom¬ 
ic Council. This was because, at the time, there were no 
other planning and regulating organs apart from the 
SEC in the country to extend their activities to the whole 
economy. The Council of Workers’ and Peasants’ De¬ 
fence was set up later. The GOELRO Commission (State 
Commission for the Electrification of Russia) arose under 
the SEC. So, during the first months of the proletarian 
state, the SEC was simultaneously an economic authority, 
regulating the whole of the economy, and an industrial 
management agency. 

In the autumn of 1918 it had become clear that it would 
become increasingly difficult for the SEC to co-ordinate 
the diverse spheres of economic activity and so it con¬ 
centrated mainly on the nationalisation of industry and 
organisation of its management. 

The continuing nationalisation and the transfer to the 
state of control not only over industry, but also over other 
branches of the economy, gave rise to the necessity for 
organisation of management of these branches too. Since 
the existing Commissariats ensured organisation of pro¬ 
duction within their own branches, they were retained 
as independent economic agencies and the question of 
them being merged with the SEC was dropped. 

By the end of the Civil War, the economic sphere of 
activity of the SEC was noticeably reduced. It lost the 
functions of procurement of agricultural produce, and an 
independent body for managing water transport was 
set up. 

With the change in the military situation, the Soviet 
Republic was able in April 1920 to undertake direct 
economic construction. The Council of Workers’ and 
Peasants’ Defence was transformed into the Council of 
Labour and Defence, which became the central planning 
and regulating organ of the Soviet state. After its for¬ 
mation on February 22, 1921, Gosplan (State Planning 
Committee) began to deal with long-term planning issues. 



In this way, by the end of the Civil War, the functions 
of the SEC as the central planning and regulating- 
authority had changed and its actual functions covered 
only industry, the number of enterprises having risen 
from 513 in 1918 to 4,500 in 1920. By 1920 the SEC was 
carrying out (1) overall supervision of state and cottage 
industry, (2) direct management of enterprises of natio¬ 
nal significance and (3) regulation of all industry. 

In the Ukraine and Byelorussia republican Economic 
Councils were set up. 

The transformation of the SEC from a universal 
economic authority into the People’s Commissariat for 
Industry was also reflected in its organisational structure. 

In accordance with the December 2, 1917 Statute, the 
highest directing body of the SEC was the Plenary Board. 
This was made up of representatives from government, 
economic, trade-union and co-operative organisations. 
This composition reflected the trend towards transform¬ 
ing the Supreme Economic Council into a universal 
authority charged with general economic management. 

During 1918, the principles governing the composition 
of the SEC Plenary Board changed several times. Since 
along with the central SEC economic apparatus, local 
economic councils were also set up, representatives of the 
latter were included in the Board. The Board was 
endowed with wide powers. It was most active from the 
creation of the SEC up to the middle of 1918. At the 
same time, the Bureau and Presidium of the Supreme 
Economic Council were set up in December 1917 to deal 
with day-to-day economic problems. This means that the 
structure of the SEC central economic apparatus in fact 
contained three directing bodies and so, in order to 
avoid duplication in solving economic questions, it be¬ 
came necessary to define their functions and interrela¬ 
tions. 

During the discussion on this issue at the First All- 
Russia Congress of Economic Councils in May 1918, 
which adopted a new Statute of the SEC the functions 
°1 the SEC presidium were defined. These were confined 
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to day-to-day guidance and solution of individual con- 

the SFr U pi Wlthm „’ 1,16 , fr “ mework of the resolutions of 
the SEC Plenary Board. The Bureau was merged with 

the Presidium. Consequently, the new SEC Statute was 
based on the decision that the Plenary Board should 
remain the highest directing organ, while the Presidium 

was to carry out day-to-day guidance. By the end of 

18 however, the role and significance of the Plenary 
Board had noticeably decreased. Its superiority over the 
Presidium was virtually no more than a formality. The 
directing role of the Board with respect to the Presidium 
consisted in selecting the latter’s members at the former’s 
sittings This meant that the SEC Presidium concentrated 
virtually all directing functions in its own hands and in 

structure bCCame ^ kading a & enc T within the SEC 

V^hen the SEC central apparatus was established, 
particular attention was paid to the formation of its 
departments. At first, the wide sphere of SEC activity 
led o departments of a dual nature being formed: ge¬ 
neral departments were created in the SEC central 
apparatus to cover different branches of the economy 
(agriculture and consumption, trade, transport, state en- 
teiprises banks and so on); special bodies for managing 
and regulating separate branches of industry-railways 
metallurgy, metal processing, leather-making and others 
--were also established. At the same time, functional 
departments, such as financial, credit and supply, were 

. Later the reorganisation of the SEC departments went 
m two Sections. The first of these reflected the evolu- 
ion ot the oEC from a general economic authority into 
the EeopJes Commissariat for industry. Gradually, the 
departments which were not connected with indu¬ 
stry were closed down. The SEC central apparatus lost 
the departments of argriculture and consumption, state 
enterprises and banks and the trade department. By the 
end of 1918, the SEC economic apparatus was already 
adjusted to supervising industry alone. 
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The second direction reflected the expanding functions 
of the SEC in the organisation and management of in¬ 
dustry. Branch and functional departments were set up 
to regulate individual branches of industry. In 1920, the 
SEC central apparatus had 27 departments, fifteen of 
which were functional and twelve production depart¬ 
ments. 

At the same time, related departments were being 
amalgamated. In May 1918, for example, the mining 
metallurgical, metal-working and engineering depart¬ 
ments were amalgamated into a metal department. In 
February 1919, a transport and material department was 
set up on the basis of the material department and the 
department of supply and transportation. The internal 
subdivisions of departments were subdepartments and 
sections of a production or functional type. 

Moreover, chief committees and central administra¬ 
tions were set up within the central economic apparatus. 
These were more specialised agencies for the manage¬ 
ment of branches of industry—Tscntrotkan, Glavsakhar, 
Glavtorf, Glavlcs 1 and so on. 

The chief committees and central administrations that 
were established were to take stock of materials and 
control their distribution, prepare the conditions for na¬ 
tionalising capitalist enterprises and regulate economic 
activities within their individual branches of industry. 

They were primarily agencies for regulating economic 
activity in separate branches of industry and performed 
the function of direct guidance only as more and more 
industrial enterprises were nationalised. Consequently, at 
the first stage (up to June 1918) main and central boards 
were mostly occupied with regulation within their spe¬ 
cific branches of industry. 

At this stage, representatives of private capitalist 
enterprises were often members of directing bodies of 
these committees and central administrations, and this 
can be explained as follows: (1) the state sector was still 

1 For the weaving, sugar, peat and timber industries. 


2-500 
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h„_i /I' majority of enterprises were in private 
hands and (2) the fact that certain chief committees had 
existed before the October Revolution as bourgeois regu¬ 
lation bodies had to be reckoned with. The system of chief 
committees that already existed had to be adapted to 
solving the organisational and economic tasks of the 
Soviet state. However, the fact that representatives of 
private capital were drawn into these chief committees 
and central administrations should not be seen as an 
attempt by the Soviet authorities to establish class peace 
with the bourgeoisie. It was a specific form of the class 
stiuggle of the proletariat in the economic sphere. In 
order to ensure that the chief committees and central 
administrations follow a proletarian line on questions of 
economic policy, no less than two-thirds of their directing 
bodies were representatives from the SEC and trade 
unions. Speaking in January 1918 at the Third All-Rus¬ 
sia Congress of Soviets, Lenin stated that he attached 
gieat significance to agreements between the proletariat 
and unions of manufacturers on joint participation in 
organising the work of chief committees and central 
administrations. This form of co-operation ensured state 
control over whole branches of production. Moreover, the 
workers learnt from the bourgeois specialists how to ma¬ 
nage production. “And it will be our organisational task,” 
Lenin wrote, to select leaders and organisers from 
among the people.’ 1 Such agreements were only possi- 
ble, however, under conditions of peaceful development 
of the revolution. The beginning of the Civil War and 
increasing sabotage on the part of the bourgeoisie made 
it impossible for representatives of private capital to be 
retained in the chief committees and central administra¬ 
tions and, with the nationalisation of capitalist pro¬ 
perty under the Government’s Decree of June 28. 1918, 
even the legal status of former owners changed. The 
legal basis for the participation of representatives of 
private capital in the directing organs of chief commit- 


1 V. I. Lenin, Collected Works, Vol. 26, p. 469. 
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tees and central administrations as a consequence disap¬ 
peared. So, as early as the summer of 1918, the directing 
organs of these agencies had the following compo¬ 
sition: one-third, representatives from the SEC, one-third, 
delegates from corresponding trade unions, and one-third, 
experts. 

With the formation of the chief committees and cen¬ 
tral administrations, the question arose of their interre¬ 
lationship with the corresponding SEC production depart¬ 
ments. In the second half of 1918, the SEC central 
guidance apparatus was restructured: certain departments 
were abolished or amalgamated with chief committees, 
or central administrations. 

In turn, the increasing scale of nationalisation created 
the necessity for further reorganisation of the SEC cen¬ 
tral apparatus and a change in the nature of economic 
links in industry. A transition took place from general 
regulation of industrial production to direct management 
of nationalised enterprises. In the SEC central apparatus, 
chief (central) boards for nationalised (state) enterprises 
were set up. 

The newly organised chief boards were also called 
chief committees. At first glance there seems no fun¬ 
damental difference between the old chief committees 
and the new chief boards. A. V. Venediktov, a specialist 
on the organisation of state industry in the USSR, wrote: 
“In practice, no such sharp differences existed between 
the functions of the original and later types of chief com¬ 
mittees as might be assumed from the way their statutes 
were formulated or, in particular, on the basis of some of 
them being called chief (central) committees for branches 
of industry and the others chief (central) administrations 
for the management of state enterprises.” 1 In our opinion, 
this sort of statement creates a false impression of the 
organisational structure of the SEC. First of all, the chief 
committees set up at different times did not have the same 


1 V V. Venediktov, 7 he Organisation of State Industry in the 
USSR, Vol. 1, Leningrad, 1957, p. 514 (in Russian). 
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base for activity. They also differed in the kind of activi¬ 
ties. Chief committees and central administrations were 
primarily regulating organs. They dealt mainly with the 
nationalisation of private industry. The chief aclministra- 
ions for nationalised enterprises dealt with state property 
In relation to industries under their jurisdiction, chief 
administrations were management bodies and not regulat¬ 
ing ones, although the statutes of some of them included 
general guidance of industry within the given branch 
private enterprises not excepted, among their responsibili- 
ies !n practice however, chief administrations hardly 
ulfilied any such regulating functions at all. They im¬ 
mediately raised the question of nationalising private 
enterprises before the SEC Presidium. 

The formation of chief administrations resulted in 
many sections and subdepartments of the SEC produc¬ 
tion departments being abolished. In those cases when 
a branch of industry was totally (the rubber industry) or 
predominantly (the textile industry) nationalised, the 
justification for independent existence of sections, sub¬ 
departments and even production departments themsel¬ 
ves disappeared. 

With the organisational and economic strengthening of 
the thief administrations, the question arose of whether 
the parallel existence of the new administrations and the 
old chief committees was expedient. Widespread natio¬ 
nalisation of industry meant that these administrative 
bodies became responsible for the same industrial enter¬ 
prises But the advantages of the new administrations 
over the old chief committees consisted in the fact that 
they were managerial authorities, while under these cir¬ 
cumstances, the old chief committee turned into a scar¬ 
cely effective body for the general regulation of indu¬ 
stry. bo, in 1919, some chief committees were amalga¬ 
mated with the chief administrations. This reorganisation 
was extremely significant as it transformed the produc¬ 
tion components of the SEC central apparatus from 
agencies for the general regulation of industry into those 
for managing state enterprises. 
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At the same time as the chief administrations were set 
up, new chief committees of the old type were also 
established. This was in cases when it was impossible to 
form chief administrations, for example in cottage in¬ 
dustry, which did not come under the nationalisation 
law. A chief administration for the cottage industry was 
set up to manage it. 

Chief committees which arose during the first months 
after the October Revolution were in fact bodies tor 
joint management by the SEC and the corresponding 
trade-union organisation, while later committees imme¬ 
diately became SEC agencies. Whereas in 1918, many 
of the major issues concerning the organisational and 
economic activities of chief committees and central ad¬ 
ministrations were not decided within the SEC, but at 
national trade-union conferences and congresses, in 1919- 
1920, decisions were taken exclusively within the SEC. 
The form of guiding chief committees also changed. The 
Plenary Board, with its numerous representatives, was 
replaced by a relatively small board, the composition of 
which was approved by the SEC Presidium on argree- 
ment with the All-Russia Union of the corresponding 
trade union. 

Chief committees and chief administrations were con¬ 
cerned with the organisation of material and technical 
supply and financing; they distributed orders between 
enterprises, approved production programmes for state 
factories and plants and possessed considerable admini¬ 
strative rights. They played an important part in the 
organisation of industry, the mobilisation of reserves and 
the struggle against sabotage. 

The idea is widespread among historians and economists 
that the system of organisation of Soviet industry during 
the years of the Civil War and foreign intervention was 
the “offspring of War Communism”. But the idea of orga¬ 
nising chief committees took root before this period. At 
the end of 1917, the SEC in conjunction with the All- 
Russia Union of Trade Unions started to organise chief 
committees in all major industries. The resolution on the 
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management; ot nationalised enterprises adopted by the 
^rst All-kusfiia Congress of Economic Councils on March 
and the statutes which were worked out for the 
administration of nationalised enterprises during this 
period spoke ot central boards for nationalised enterprises. 
In addition, even at the First All-Russia Congress of 
conomic Councils, the SEC leaders came out in support 
ot a management system for industry in which the main 

links would be chief administrations for nationalised en¬ 
terprises. 

1 he period of the Civil War and foreign intervention 
engendered conditions which speeded up the formation of 
chief committees and particularly chief boards for natio¬ 
nalised enterprises. And in this sense, War Communism 
was the catalyst of the system of chief committees. The 
conditions m 1918-1919 left a deep imprint on this system 
that was taking shape and that led to exaggeration of 
centi alised management, making it synonymous with the 
strictest centralisation of management. If by the system of 
chief committees one is to understand these negative aspects 

° 11 f or £ an,satl on of Soviet industry, then it might be 
called the outcome of War Communism. If this is to mean 

all the organisational links within industry during the 
hist years of Soviet power, then there is no need to' con¬ 
nect its emergence with the period of the Civil War and 
loreign intervention. If there had been no War Com¬ 
munism, the setting up of chief committees and chief 
administrations, i.e., those links which formed the core of 
the organisational scheme of the system of chief commit¬ 
tees, would undoubtedly have continued, but possibly 
without the high degree of centralisation which is usually 
meiitmned in connection with chief committees of 1918- 

The excessive development of centralisation in the ma¬ 
nagement of industry resulted in the formation within it 
ol a number of very large vertically integrated amalga¬ 
mations, economically isolated from one another and only 
linked at the very top by the Supreme Economic Council. 
Industrial enterprises were to receive everything they 
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needed according to plans made at the central economic 
organs. This practice held back economic initiative at the 
local level, deprived enterprises of the opportunity to use 
local resources, and led to their isolation. All this was 
detrimental to the state’s interests. Contemporaries accu¬ 
sed chief committees of being unable to achieve an eco¬ 
nomic link between tow-n and country, and without this 
there was no possibility of successfully tackling the recon¬ 
struction of the national economy. 

Beginning in 1920, attempts were made to increase the 
significance of local economic bodies by somewhat limiting 
the trend towards overcentralisation in the activities of 
chief committees and chief boards. The Ninth Party Con¬ 
gress stressed in its resolution “On the Immediate Tasks 
in Economic Construction” that the essence of the organi¬ 
sational tasks in industry “consists in retaining and devel¬ 
oping vertical centralism through chief committee in order 
to combine it with horizontal joint subordination of enter¬ 
prises within economic regions, where enterprises belong¬ 
ing to different industries and of varying economic im¬ 
portance are compelled to use the same local sources of 
raw materials, transportation, labour force, and so on.” 1 

Thus, having taken shape under conditions of the Civil 
War and foreign intervention, economic ruin and acute 
shortage of commodities, the system of chief committees 
took the form, under the inlluence of objective conditions, 
of a strict centralisation of the management of state in¬ 
dustry. During the Civil War and the years of foreign 
intervention, this strict centralisation of management of 
industry was justified. It gave the Soviet Republic the 
opportunity to distribute the material resources at its dis¬ 
posal more rationally, taking general national interests 
into account. 

In their day-to-day production and economic activities, 
the main committees and central administrations could not 
get by without a ramified intermediate economic mana- 


1 Decisions of the Party and Government on Economic Issues, 
Vol. ], Moscow, 1967, p. 165 (in Russian). 
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gement apparatus. In some cases, this was determined by 
the very nature ot the chief committees’ activities. Thus, 
the leather-industry committee which, as well as manag¬ 
ing the industry, was also concerned with procuring the 
raw leather, and required a ramified network of buying- 
up agencies. In other cases, the appearance of interme¬ 
diate links resulted from the scale of activities. In the 
textile industry, for example, with the increasing number 
of nationalised factories, the chief committee was not in 
a position to manage all the enterprises in the industry 
diiectly, and so regional and group amalgamations were 
set up. 

In the oil industry, a local economic apparatus was 
formed under the extraordinary commissariat for this 
industry. However, the commissariat only proved more 
effective when the most pressing task of the moment was 
nationalisation of capitalist property and the struggle 
against sabotage. Once the necessity arose for organising 
the management and distribution of the oil products, the 
apparatus of district commissars alone proved insufficient. 
So in almost all major cities in the country, district oil 
committees for industry and trade began to be set up. 

The system of local apparatus of chief committees de¬ 
veloped greatly in the leather, textile, sugar and tobacco 
industries. The peripheral apparatus of each of these in¬ 
dustries had specific organisational features. In the lea¬ 
ther industry, for example, regulation of production was 
carried out through the gubernia (province) and district 
committees of the industry. The latter dealt with procure¬ 
ment and distribution of the raw materials, according to 
the chief committee’s plan, supervised the production 
activities of enterprises and checked their warehouses, 
distributed the finished products, determined the quality 
of the raw materials procured and set prices. The mana¬ 
gement of these committees was on a collective basis. 

In the textile industry, the regional and gubernia eco¬ 
nomic councils set up their textile departments, sections 
and district textile committees. The same organisational 
system existed in the sugar and tobacco industries too. 


24 



In the cottage industry primarily local bodies of the 
corresponding chief committee were set up. In turn, the 
regional economic councils and industrial bureaus estab¬ 
lished regional group administrations. 

In accordance with the Statute of the regional bodies 
of the chief committee for the cottage industry, approved 
by the SEC Presidium on November 1, 1920, these bodies 
were granted considerable powers in organising the ma¬ 
nagement and regulation of industry. They promulgated 
regulations which were mandatory for their own enter¬ 
prises situated within the given region. Without their 
participation, no institution had the right to undertake 
any activity on the regulation of industry. The group 
administrations allocated credits and were headed by 
boards. 

r Ihus, for the period from 1918 to 1920, a ramified eco¬ 
nomic system of chief committees and central administra¬ 
tions was formed within the SEC central apparatus. 

2. The Role of Local Economic Councils 
in the Management of Industry 

Pile formation of the SEC and of its central economic 
appciratus did not solve the problem of organising mana¬ 
gement of the national economy. The necessity arose for 
a ramified network of local economic bodies, which would 
extend their influence over all the economic regions of 
the country. The SEC economic apparatus contained, 
apart form the main committees and central administra¬ 
tions, local economic councils and economic departments 
of local Soviets of Workers’, Soldiers’ and Peasants’ 
Deputies. 

This was due to the fact that, under the complex eco¬ 
nomic and political conditions of the period, local bodies 
of the chief committees and central administrations were 
unable to solve all the specific questions of the organi¬ 
sation and management of local enterprises, or even to 
grasp them all, since their economic activities did not 
always proceed within the old administrative units 
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into which the country was divided (gubernias, uyezds, 
and so on). This is why local economic councils were set 
up and played an important role in organising the mana¬ 
gement of Soviet industry from October 1917 to the be¬ 
ginning of 1921. 

In terms of their tasks and methods of work, the econo¬ 
mic councils and the economic departments of the local 
Soviets had much in common. The local bodies of the chief 
committees differed from the economic councils and the 
economic departments of local Soviets in the nature of 
their activities and their organisational structure. The for- 
mer were set up according to a territorial-industry prin¬ 
ciple, while the latter were purely territorially based. In 
contrast to the economic councils, which were virtually 
universal organisations, the local bodies of the chief com¬ 
mittees were narrowly specialised. The establishment of 
two types of local SEC economic authority—chief com¬ 
mittees and economic councils—resulted from the need to 
co-ordinate the development of separate branches of in¬ 
dustry with the interests of the local economy. On the 
general plane, the main role in the organisation of state 
industry was assigned to the chief committees and their 
local bodies. The formation of these was in practice the 
realisation of the idea of centralising management of in¬ 
dustrial production. This was emphasised at the First All- 
Kussia Congress of Economic Councils which stated that 
the final goal of production centralisation was to eradicate 
all intermediate levels between the SEC and the nationa¬ 
lised enterprises and that the running of each industry 
was to be concentrated in agencies especially set up for 
this purpose. This policy was put into practice according 

to plan during all subsequent stages of socialist construc¬ 
tion. 

During the first years of the proletarian slate, a broad 
popular initiative called diverse organisational forms of 
managements into being. On the local level, workers’ con- 
tiol agencies were consolidated, economic departments of 
the Soviets of Workers’, Soldiers’ and Peasants’ Deputies 
were set up, as were gubernia, uyezd and even town 
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economic councils. On July 1, 1919, there were 332 local 
economic councils in the country. An active role was 
played by trade unions which created economic depart¬ 
ments under their committees. 

The main task of the SEC was to combine all these 
various forms of management of the national economy. 
At first, however, departments of local economic councils 
were to be found which had no direct connection with 
them, for example, housing and land or postal depart¬ 
ments. So it was necessary to standardise the organisa¬ 
tional structure of local economic councils to correspond 
to the SEC central apparatus. 

The problem of personnel was extremely acute and 
many local economic councils were understaffed. Not all 
those who worked in local economic councils fully under¬ 
stood the political and economic tasks facing socialist 
society. They often overestimated the rights and duties of 
their councils. Thus, on October 31, 1918, the SEC Pre¬ 
sidium countermanded a decree made by the Nothern 
Economic Council on its exclusive rights to issue permits 
for receiving materials and other valuables from the en¬ 
terprises of the region. This was a claim by the Nothern 
Economic Council to complete independence from the 
SEC central apparatus. The Ryazan gubernia authorities 
refused to allow carters from the Skopino and Mikhailovsk 
uyezds into the Egoryevsk uyezd with fuel for the enter¬ 
prises of the local economic council. The SEC Presidium 
repeatedly pointed out to the local economic councils that 
this sort of action went against the national economic in¬ 
terests. 

The SEC Presidium explained to the workers of the 
local economic council the essence of the principles of 
democratic centralism and required them to adhere strictly 
to state discipline. 

Fo a certain degree, the difficulties involved in the in¬ 
terrelationship between the central and local economic 
SEC agencies were connected with the fact that Russia 
was still divided administratively into gubernias and 
uyezds. This was not in the interests of the development 
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of the national economy, so, in November 1918, at a 
sitting of the SEC Presidium, the necessity was empha¬ 
sised for replacing the old administrative division of the 
country with a new one, based primarily on economic 
factors. 

The Seventh All-Russia Congress of Soviets which took 
place in December 1919 charged the All-Russia Central 
Executive Committee (ARCEC) with working out and 
establishing a new scheme for the administrative division 
of the country. 

The local economic agencies were set up in a situation 
of economic ruin and fierce class struggle. The represen¬ 
tatives of the bourgeois and petty-bourgeois parties did 
all they could to hamper the establishment of the new 
system for managing the national economy. They were 
supported by the "Left Communist” group which, in sub¬ 
sequent years, formed the nucleus of the so-called Work¬ 
ers’ Opposition. The bourgeoisie and its ideologists deli¬ 
berately exaggerated the difficulties connected with set¬ 
ting up a centralised system for managing the socialist 
economy. They contended that private initiative was the 
only way to lead the economy out of its economic dead¬ 
end. They were given active support by the Mensheviks. 
Anarcho-syndicalists also came out against a centralised 
system of economic management. In January 1918, they 
tiled to use the Petrograd Conference of Factory Com¬ 
mittees in carrying out their idea of transferring all ma¬ 
nagement functions to these committees. In some Petro¬ 
grad enterprises they even attempted to force through a 
resolution on the necessity of struggling against local 
economic councils. The anarcho-syndicalists counterposed 
the centralised system of economic management with the 
factory committees and production unions. In fact, their 
position was intended to split the working class and thus 
undermine the social basis of the proletarian state. The 
kulaks (wealthy peasants) also came out against the eco¬ 
nomic councils. 

Guided by Lenin’s teachings on democratic centralism, 
the Soviet state pursued a consistent policy of expanding 
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and strengthening the system of local economic agencies. 
Under the difficult conditions of 1917 to 1920, this policy 
laid a firm foundation for the socialist system of indu¬ 
strial management. 

The local economic councils that were set up on the 
initiative of the SEC Presidium were the very organisa¬ 
tional link in the Soviet economic apparatus without which 
it would have been practically impossible to reconstruct 
the ruined economy. Local economic councils included 
regional, gubernia, uyezd and town councils and also the 
economic departments of uyezd, volost 1 and urban district 
executive committees of Soviets of Workers’, Soldiers’ and 
Peasants' Deputies. Some of the first local economic coun¬ 
cils were established on the regional scale. The Statute of 
district, regional and local economic councils adopted by 
the SEC Plenary Board on December 23, 1917 stated that 
regional economic councils were local economic bodies, 
set up under the regional (district) Soviets of Workers’, 
Soldiers’ and Peasants’ Deputies "with a view to organise 
and regulate all the economic activities of each industrial 
district (region) and in accordance with national and local 
interests” and operating under their control, i.e., regional 
economic councils were subordinate both to the local Soviet 
authorities and to the SEC central economic apparatus. 

According to the Statute, the regional (district) econo¬ 
mic council was headed by a board elected at joint con¬ 
ferences of factory and land committees, representatives 
of regional Soviets of Workers’, Soldiers’ and Peasants' 
Deputies, workers’ and democratic co-operatives and the 
technical, administrative and commercial managements of 
enterprises. 

The numbers on the boards and representation from 
different organisations were to be established by the Soviet 
of Workers’, Soldiers’ and Peasants’ Deputies under 
which the regional economic council was set up. Within a 
certain area, the regional economic council was the main 


1 A territorial subdivision of the uyezd. 
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economic authority for regulating the economic activities 
of the whole region. This is why representatives of other 
economic agencies were included in the regional economic 
council, with voice but no vote. This helped strengthen 
the influence ol workers’ organisations on the economic 
hie of the region. 

I he regional economic council was to determine re¬ 
quirements and reveal actual stocks of raw materials, fuel, 
semi-finished and finished products, labour force, trans- 
poit and so on. It was to supply enterprises with labour, 
fuel, raw materials and production equipment; distribute 
pioduction orders; regulate transport operations; carry out 
measuies to increase use of the productive forces of its 
area, and unite, direct and regulate the activities of all 
subordinate workers' control agencies. Within its area, the 
economic council was the guiding authority for all na¬ 
tionalised industry. 

The functions ol the regional economic council also 
predetermined its organisational structure. Depending on 
the special features and the structure of the regional 
economy, production sections were set up: for state en¬ 
terprises and banks, fuel, metal- and wood-working, che¬ 
mical production, transport, construction, agriculture, 
foodstuffs and consumption, and so on. Each section was 
broken down into four functional departments: organisa¬ 
tion of production and finance; supply and distribution; 
labour, statistics. Inter-sectional conferences were held (on 
the organisation ol production, on supply and distribution, 
labour and statistics) in order to co-ordinate the activities 
of these departments. The permanent body of such a con- 
leience was the working bureau. The work of production 
sections, functional departments and subdepartments of 
inter-sectional commissions was directed by the executive 
committee and presidium of the economic council, which 
were elected at a plenary session of the regional economic 
council. 

Regional economic councils had considerable powers. 
Their decisions were mandatory for all local institutions 
and enterprises. Only the Supreme Economic Council was 
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empowered to countermand the decisions of regional eco¬ 
nomic councils. 

The Statute of December 23, 1917 played an important 
part in the formation of the system of local economic 
councils. This document furthered the establishment of 
economic agencies not only within regions, but also within 
smaller territorial administrative units (gubernias, uyezds 
and so on). Owing to the changing economic situation, 
however, the necessity arose for defining the functions of 
regional economic councils more precisely. So, in June 
1918, a new Statute of SEC and its local agencies was 
adopted. The following changes were introduced into the 
new Statute: the system for setting up regional economic 
council bodies was changed; the limits to the council’s 
powers and duties were defined, as were the character and 
forms of interrelationship with the lower components of 
the SEC central economic apparatus and other institutions 
within the given territory. Although the principle of re¬ 
presentation was retained, the regional economic council 
no longer included representatives from co-operatives and 
the technical, administrative and commercial management 
of enterprises. It was now made up primarily of represen¬ 
tatives from trade-union organisations, regional Soviets of 
Workers’, Soldiers' and Peasants’ Deputies and of guber¬ 
nia economic councils. Representation was determined by 
regional congresses of economic councils and was appro¬ 
ved by the regional Soviets of Workers’, Soldiers’ and 
Peasants’ Deputies. While the participation of represen¬ 
tatives from trade-union committees and regional Soviets 
of Workers’, Soldiers’ and Peasants’ Deputies was inclu¬ 
ded in the first Statute, that of delegates from guhernia 
economic councils was a point in the new Statute. 

The regional economic council was granted the right to 
requisition, sequestrate and confiscate capital, movable 
and immovable property and other valuables of local 
significance. 

Operating within the limtis of the general resolutions, 
plans and directives of the SEC, the regional economic 
council was guided by decisions of its congresses, which 
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were held twice a year. These congresses were attended 
by representatives from regional and local economic coun¬ 
cils, regional professional unions, large local trade-union 
organisations and workers’ co-operatives. The congress 
was also empowered to decide practical economic ques¬ 
tions for the given region within the bounds of the overall 
economic and financial policy of the Supreme Economic 
Council. 

Thus the new SEC Statute adopted in June 1918 con¬ 
solidated the organisational system of local economic 
councils. 

It should be noted, however, that the regional economic 
councils existed as independent subdivisions of the SEC 
local economic apparatus only for a relatively short time 
and from the second half of 1918 a process of their aboli¬ 
tion started. By the end of 1918, this process was almost 
completed. They were abolished for the following reasons. 
As mentioned above, as well as regional economic coun¬ 
cils, local councils also included gubernia, uyezd and town 
economic councils. Gubernia economic councils emerged 
as the peripheral bodies of the regional economic councils. 
Over a comparatively short period, they became firmly 
established organisationally and began to demonstrate a 
noticeable economic independence. In the conditions of 
the fuel and raw material shortage and with the strictly 
centralised distribution of raw and other materials and 
valuables by the SEC central apparatus and the same 
system of financing and distributing orders, the gubernia 
economic councils by-passed the regional councils and 
established direct contacts with the SEC central apparatus. 
The regional economic councils thus played the part of 
intermediary between the gubernia councils and the SEC 
central economic apparatus and this often led to bureau¬ 
cracy and red-tape hindering the solution of pressing 
economic problems. Moreover, as regulating agencies, the 
regional economic councils often duplicated the work of 
the SEC central apparatus. In Moscow, for example, there 
were three regulating agencies at once: the SEC, the re¬ 
gional and the gubernia economic councils. The existence 


of three regulating authorities within a single city created 
artificial difficulties in the work of Moscow factories, 
plants and other economic units. Because ol this, on Octo¬ 
ber 31, 1918, the SEC Presidium adopted a resolution on 
the abolition of the Moscow regional council. 

A special commission set up by the SEC Presidium to 
prepare for the convocation of the Second All-Russia 
Congress of economic councils supported the need to 
abolish regional councils. The Congress specially consi¬ 
dered the place of these councils in the organisational 
structure of industrial management. In the Resolution ‘ On 
the Abolition of Regional Economic Councils and Revision 
of the Boundaries of Existing Territorial Divisions in the 
Country”, the Congress named the regional economic 
council a superfluous element that complicated the overall 
system of economic relations and increased the difficulties 
involved in the planned organisation of production. 

Regional economic councils were abolished, but the need 
for a regional component within the organisational struc¬ 
ture of production management remained. This question 
could only by solved either by setting up local divisions 
of chief committees and central administrations in these 
regions, thus forming a vertically centralised system, or 
by establishing new economic departments on the regional 
level, i.e., a transitional form had to be found which 
would combine existing centralism with local initiative. 
The production commissions and industrial bureaus of 
the SEC were just such bodies. 

First, the SEC Urals-Siberia Production Commission 
was set up in November 1919. Linder this Commission, 
specialised management bodies were established, for 
example, the Chemical Industry Bureau which was en¬ 
trusted with the organisation and management of chemical 
enterprises in the region. Noting the positive results achie¬ 
ved by the Urals-Siberia Commission, the Ninth Party 
Congress stated in its resolution that “for large regions 
remote from the centre and distinguished by specific eco¬ 
nomic conditions, the Congress considers . . . necessary the 
establishment of . . . competent economic agencies on the 
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regional level. These regional bureaus . . . must have wide 
powers within the region in the direct guidance of local 
economic activities in order, by uniting both guber¬ 
nia economic councils and district authorities, to carry 
out, on the basis of a plan approved in the centre, all 
necessary changes, transfers of raw materials and man¬ 
power”. 1 

In the spring of 1920, in accordance with the decisions 
of the Ninth Party Congress, the Siberia Division (Sibe¬ 
rian Bureau) of the SEC was instituted. It was stressed in 
the SEC Statute of the Siberian Bureau that, within Sibe¬ 
ria, it was empowered with the rights of the SEC Presi¬ 
dium to solve all economic and organisational problems 
within the limits of the SEC general resolutions and direc¬ 
tives. 

As SEC regional bureaus were formed, a general Statu¬ 
te of SEC regional bureaus was issued. In accordance 
with the Statute, the bureau was the executive organ of 
the SEC Presidium and had the powers of the latter within 
its own area on all economic issues. 

Apart from the board office, the bureau had no mana¬ 
gement apparatus of its own. It acted through the local 
agencies of the chief committees and central administra¬ 
tions. The acquiring of economic experience and the evo¬ 
lution of the SEC. into an authority for the management 
and regulation of industry were also reflected in the po¬ 
sition of the regional industrial bureau. 

So, in the Statute issued on June 21, 1920, it was stated 
that the SEC regional bureau was an agency for the ma¬ 
nagement of industry. Its powers and organisational struc¬ 
ture were made to correspond to those of the SEC central 
apparatus. 

At the end of 1920, there were four SEC regional in¬ 
dustrial bureaus in the country (Urals, Siberia, Ukraine 
and South-East Russia) and two institutions fulfilling the 


1 Decisions of the Party and Government., pp. 165-66 (in 
Russian). v 
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same functions (the Kirghiz SEC bureau and the Central 
Economic Council of Turkestan). In their tasks and orga¬ 
nisational structure, the regional industrial bureaus dif¬ 
fered fundamentally from regional economic councils in 
1918 and the SEC regional production commissions that 
appeared in 1919 . 

In accordance with the Statute of June 21, 1920, a ma¬ 
nagement apparatus for solving current problems was 
formed under the newly created industrial bureaus. As a 
rule, there were several economic councils under the 
authority of the industrial bureau. For example, five eco¬ 
nomic councils (Ekaterinburg, Perm, l umen, Chelyabinsk 
and Ufa) were subordinate to the Urals Regional Indus¬ 
trial Bureau and seven (Altai, Yenisei, Irkutsk, Omsk, 
Tomsk, Yakutsk and Novo-Nikolaevsk) to the Siberian 
Industrial Bureau, ten to the Ukrainian and five to the 
South-Eastern Bureau. 

The local bodies of chief committees and SEC produc¬ 
tion departments acted as corresponding departments and 
sections of the industrial bureau. 

To co-ordinate and regulate the economic activities of 
economic councils, functional commissions were set up 
within the industrial bureaus: these were for production, 
finance and accounting, general labour forces supply and 
prices. Each of them dealt with specific questions related 
to the organisation of industrial production—organising 
work, financing, supplying enterprises with raw materials, 
manpower and so on. For example, the production com¬ 
mission revealed the production capacities of industrial 
enterprises, compiled production programmes for indivi¬ 
dual enterprises, economic councils and for the industrial 
bureau as a whole. On the basis of these, the finance com¬ 
mission allocated the necessary funds. The commission for 
general labour force supply dealt with the distribution of 
manpower and the economic condition of the workers 
employed at state enterprises. Questions concerning food¬ 
stuffs were decided by the commission under the district 
commissioner of the People’s Commissariat for Food. The 
price commission occupied a special position. Since retail 



prices for industrial output were set by the SEC, the work 
of the price commission was confined to calculating prices, 
collecting data on costs, and so on. In addition, the regio¬ 
nal industrial bureaus also included functional depart¬ 
ments, for example, administrative, inspection, and finance 
and accounting. Thus, at the end of the Civil War, the 
industrial bureau occupied a prominent position in the or¬ 
ganisational structure of industrial management in the 
Soviet country. 

In addition to the regional economic councils, gubernia 
economic organs started to take shape in diverse forms du¬ 
ring the formation of the local economic apparatus as early 
as the end of November 1917. These were economic de¬ 
partments under the gubernia executive committees of the 
Soviets of Workers’, Soldiers’ and Peasants’ Deputies. In 
some gubernias, the gubernia workers’ control council 
became the main economic authority. This diversity of the 
forms of management was a characteristic feature of the 
initial stage in the formation of the economic apparatus in 
the country. 

However, as the SEC became stronger organisationally, 
this diversity was gradually eradicated. The economic 
departments under gubernia executive committees, guber¬ 
nia workers’ control councils and other gubernia economic 
agencies were transformed into gubernia economic coun¬ 
cils. 

Up to the middle of 1918, it was local Soviets, trade- 
union organisations and factory committees that took the 
initiative in setting up economic councils. In subsequent 
years, this initiative was taken over by the SEC central 
economic apparatus. Most frequenty, gubernia economic 
councils were set up at gubernia congresses of representa¬ 
tives from local Soviets, trade unions and factory commit¬ 
tees or at town conferences of delegates from these orga¬ 
nisations. 

Initially, the tasks of the gubernia economic councils 
were not clearly defined. For example, the Tver gubernia 
economic council considered its main task as running the 
workers’ control system, while other gubernia economic 
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councils saw it as economic organisation of the municipal¬ 
ity. For this reason, the SEC Presidium, with the partici¬ 
pation of representatives from trade-union committees, 
undertook considerable work to define the place and role 
of gubernia economic councils in the organisational struc¬ 
ture of the economic apparatus. Several statutes of guber¬ 
nia economic councils reflecting the corresponding stage 
in the development of these bodies were prepared and 
issued. For example, in the Statute of district, regional and 
local economic councils of December 23, 1917, and also in 
the resolution of the First All-Russia Congress of Economic 
Councils, it was stated that gubernia economic councils 
were to be set up on the initiative of gubernia Soviets of 
Workers’, Soldiers’ and Peasants’ Deputies, according to 
the same principle as regional economic councils. How¬ 
ever, as the regional councils became weaker and were 
then abolished, particularly by the end of 1918, the posi¬ 
tion of gubernia economic councils changed fundamen¬ 
tally. 

The Statute on gubernia economic councils adopted by 
the Second All-Russia Congress of Economic Councils 
stated that they constituted SEC executive bodies and were 
to deal with “regulation and organisation of the economy 
in the gubernia” within the bounds of the general directives 
and resolutions of the SEC and All-Russia Congress of 
Economic Councils. 

The gubernia economic council was empowered to pro¬ 
pose the nationalisation of enterprises to the SEC, carry out 
requisitioning and confiscation of raw materials, semi-fini¬ 
shed and finished goods and also production equipment of 
a purely local significance. It was obliged, at the SEC in¬ 
struction, to compile production programmes for subordi¬ 
nate enterprises and carry out operational supervision of 
their activities. 

The gubernia economic council was empowered to pro¬ 
mulgate mandatory decisions within the powers conceded 
to them. 

The highest guiding body of the gubernia economic 
council was its plenary board which was made up of 
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representatives from gubernia and town Soviets of Work¬ 
ing People s Deputies, local trade-union organisations, 
production departments of gubernia economic councils, 
large nationalised enterprises or their amalgamations 
within the gubernia and workers’ and citizens’ co-opera- 
tives. The executive body of the plenary board was its 
presidium and both of these bodies had a six-month term 
of office. 

b>y the autumn of 1919, due to the intensive development 
of the economic apparatus and the expansion of the social¬ 
ist sector, a new Statute of gubernia economic councils was 
elaborated in which it was stressed that these bodies were 
the central economic authorities within the gubernia and 
were bound to supervise not only state, but also private 
enterprises. 

d he new Statute reduced the number of members of the 
plenary board of gubernia economic councils and extended 
its term of office to one year. 

The country’s economic life continually introduced cor¬ 
rections into the organisational principles for the manage¬ 
ment and regulation of the economy. At the begining of 
1920, the Third All-Russia Congress of Economic Councils 
adopted a decision to transfer the local apparatus of chief 
committees and central administrations and that of the 
SEC production departments to the jurisdiction of the 
gubernia economic councils and the plenary board was 
abolished. Urgent decisions on the gubernia economic 
activity were made by a monthly congress of gubernia 
economic councils. 

As the Supreme Economic Council was transformed into 
the People’s Commissariat for Industry, the gubernia eco¬ 
nomic councils took over primarily management and regu¬ 
lation of industry within their respective gubernias. 

The lowest links in the economic apparatus were uyezd 
economic councils, the ma jority of which were set up in the 
second half of 1918. Originally on the initiative of local 
trade-union committees economic departments and eco¬ 
nomic commissions were set up under uyezd executive com¬ 
mittees. Later these departments began to be transformed 
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into uyezd economic councils and in practice formed the 
lower economic apparatus of gubernia economic councils. 

Uyezd economic councils were usually set up at con¬ 
gresses of the executive committees of local Soviets and 
trade-union bodies. At the beginning, their highest body 
was the plenary board, but from the autumn of 1918 it 
became the presidium. In its practical activities the presi¬ 
dium relied on the functional and production departments, 
subdepartments and sections, the number and composition 
of which varied from three to 14 depending on the speci¬ 
fic features and the level of development within a parti¬ 
cular uyezd. 

The organisational structure of the uyezd economic 
council reflected the specific features of the uyezd econ¬ 
omy. The majority of the economic councils, particularly 
at the beginning, came up against considerable organisa¬ 
tional difficulties. The report of the Kasimov uyezd coun¬ 
cil presidium of the Ryazan gubernia to the SEC provincial 
department is evidence of this. “The difficulties in organis¬ 
ing the economic council,” the report stressed, “were 
numerous. There were neither instructions, nor previous 
practice, nor experience, nor sufficient knowledge of all 
that had to be done in building new life.” This sometimes 
resulted in the uyezd economic council dealing with the 
same problems as the zemstvo (district council) did before 
the revolution, and so they comprised a great variety of 
subdepartments, such as an agricultural department, a 
municipal department with subdepartments for housing 
and land, town economy, the department for public 
works, the supervision department, and others. The staffs 
of some uyezd economic councils were consequently large: 
whereas the average managerial staff of the uyezd econom¬ 
ic council was between forty and sixty, in individual cases 
it reached over 200. 

In addition to the uyezd councils, there were also dis¬ 
trict economic councils. In some cases these were fairly 
large, embracing several neighbouring uyezd councils. 
Sometimes the district economic council dealt with only 
the industrially developed part of the uyezd. 
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District economic councils, too, had a varied organisa¬ 
tional structure. Some of them included large departments 
lor industry and trade, while others had numerous frag- 
mentated departments, which frequenty duplicated each 
ot lei (leather and fur) or lacked the necessary production 
base (metal, electrical engineering and so on.) This was 
due to the fact that many departments fulfilled distribu¬ 
tion rather than production functions. 

By decision of the Second All-Russia Congress of Econo¬ 
mic Councils the uyezd economic councils were turned into 
economic departments of the uyezd executive committees, 
which were merged with the executive authorities of the 
gubernia economic councils. Local economic councils were 
gradually reorganised. 

The local economic agencies set up at the beginning of 
the revolution helped with accounting and supervision of 
the production and distribution of output, facilitated natio¬ 
nalisation of capitalist property, furthered the advance of 
the local economy, drew local resources into reconstruction 
of the economy and invigorated local initiative. 


3. Production Amalgamations 

A special place in the overall scheme for organising 
the management of state industry was occupied by produc¬ 
tion amalgamations. The SEC report to the Eighth All- 
Russia Congress of Soviets noted that these amalgama¬ 
tions were to absorb all the activities of subordinate enter¬ 
prises and merge with the chief committee, thereby form¬ 
ing a unified production organism, that this form of mana¬ 
gement of industrial enterprises was progressive and would 
stand in the forefront in the organisation of economic 
construction and reconstruction of the ruined national 
economy. 

In capitalist society, in contrast to socialist, the appea¬ 
rance of different types of production amalgamations is an 
extremely contradictory process. Capitalism creates the 
organisational form corresponding to the current stage in 
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the socialisation of production, but the nature of owner¬ 
ship determines the efficiency with which the objective 
possibilities of these amalgamations are used. The forma¬ 
tion of capitalist firms, trusts and concerns to a conside¬ 
rable extent takes place spontaneously through the destruc¬ 
tive mechanism of competition, dooming hundreds of 
thousands of independent enterprises to closure and exploi¬ 
tation. Private property remains the obstacle to optimal 
organisation of production amalgamations. 

Once public ownership of the means of production is 
established, particularly during the first stage of the prole¬ 
tarian state, the question of setting up production amal¬ 
gamations acquires simultaneously a socio-economic as¬ 
pect. 1’he question of enforced unification of enterprises 
was raised by the Communists on the eve of the proletarian 
revolution as an effective means of improving society's 
control over the activities of private capital. Lenin wrote: 
“• • .Compulsory ‘unionisation’ is an indispensable precon¬ 
dition for any kind of effective control and for all econ¬ 
omy of national labour/' 1 In connection with the natio¬ 
nalisation of bourgeois property and organisation of Sov¬ 
iet industry, the question arose of uniting enterprises. The 
work of the hundreds and thousands of plants and fac¬ 
tories which had become state property could not be mana¬ 
ged directly from the centre. Regional administrations 
were in no position to ensure skilled guidance of the in¬ 
dustry under their jurisdiction and, as the number of natio¬ 
nalised enterprises increased, they became increasingly 
remote from production. So the need arose for specialised 
economic management agencies and this need was met by 
the main administrations of nationalised enterprises in a 
specific industry, by group amalgamations and trusts. 

The state took over not only large and medium enter¬ 
prises, but also small ones. Many of these had very primi¬ 
tive and obsolete equipment and, although these enterprises 
were often of no great value to the state, nonetheless, they 
had to be included in the overall system of organisation of 

1 V. I. Lenin. Collected Works, Vol. 25, p. 343. 
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Soviet industry. Moreover, small enterprises lacked skilled 
labour. With the shortage of raw materials and fuel, it 
became necessary to select the most viable enterprises from 
among the small ones and concentrate production within 
these. The unification of enterprises and their amalgama¬ 
tion into trusts facilitated the solution of this task. 

1 he question of the formation of trusts in industry was 
discussed at the Second All-Russia Congress of Economic 
Councils. The Congress stressed the need to speed up the 
rate at which trusts were being formed in industry. With 
the shortage of raw materials, fuel and skilled labour, a 
policy of concentrating production at the best enterprises 
had to be pursued. And all this was to mean the creation 
of different forms of production amalgamation. After the 
Second Congress of Economic Councils the SEC did a lot 
of work on setting up trusts. The first production amal¬ 
gamations began to appear at the end of 1917, but the 
majority were set up in 1919; out of 166 amalgamations, 
132 or 79.5 per cent were formed in 1919. In early 1920, 
179 production amalgamations had been set up in the 
country, embracing about 400 enterprises, fifty per cent 
of which were in the textile industry. 

The formation of production amalgamations took two 
directions. First, territorial production amalgamations 
were set up, including district amalgamations in the sugar, 
starch and syrup, wine and spirit, chemical and certain 
other industries, and also group amalgamations in the tex¬ 
tile and timber-working industries. Second, specialised 
production combines were created which included appro¬ 
ximately homogeneous enterprises. Although the proximity 
of enterprises to each other was taken into account, it was 
a far from essential condition for their amalgamation. This 
type of amalgamation included those in the electrical engi¬ 
neering, metal-working and a number of other industries. 

In either case, when the amalgamations were formed, the 
existing production links of the individual enterprises were 
taken into account. This is the only way to explain why, in 
the first years of Soviet power, some traditional industrial 
zones were retained. With the appearance of the SEC, it 
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became clear that industrial zones had outlived their use¬ 
fulness and so, in the Urals, for example, where remote 
mountainous zones hampered the advance of productive 
forces, they were mostly abolished and those that remained 
were adjusted to the new conditions. The SEC decided the 
fate of the Maltsevo industrial zone district somewhat dif¬ 
ferently. This territory held deposits of marsh iron ore 
and lime and there were iron-smelting, engineering, ce¬ 
ment, glass, timber-working and chemical plants. The 
whole territory was connected by a narrow-gauge railway, 
telegraph and telephone communications. The individual 
enterprises complemented each other in production terms 
and used local raw materils and fuel. The Maltsevo plants 
were quite viable and operational under the most unfavou¬ 
rable conditions. A unilateral removal of enterprises from 
the jurisdiction of the zone authorities would have had a 
deliterious effect on the economic activity of the other 
plants: the zone was a single whole in the administrative 
and economic sense. The Supreme Economic Council took 
this situation into account and only in 1920 were the old 
forms of management of the Maltsevo enterprises reorga¬ 
nised. The industrial zone was abolished but the plants 
belonging to it were transferred to the jurisdiction of cor¬ 
responding chief committees. 

The first major production amalgamation in the metal¬ 
working industry was the trust called the State Amalga¬ 
mation of Engineering Plants (SAEP), which was organis¬ 
ed in accordance with the resolution of the SEC Presidium 
of June 29, 1918. Originally it was intended to unite only 
those plants that were concerned with manufacturing rol¬ 
ling stock, but later the enterprises of this trust also ful¬ 
filled other SEC orders which, under certain circumstan¬ 
ces, could not have been given to other plants. As a result, 
SAEP trust began to draw in not only plants related to 
its main production line, but also other enterprises, includ¬ 
ing ones of a subsidiary nature. In 1919-1920 the trust 
included 16 enterprises. 

At the start, the SAEP management was concentrated in 
the hands of a board headed by a presidium. In 1920, the 
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management of the trust was reorganised and the presi¬ 
dium previously at the head of the Chief Board of the 
SAEP was replaced by a collective board. This had a 
chairman who had wide powers and was personally res¬ 
ponsible for the work of the amalgamation. 

The example of the SAEP helped speed up the forma¬ 
tion of trusts of other plants in the metal-working indus¬ 
try, and in October 1919 a trust of Moscow state engineer¬ 
ing plants was organised. This was composed of nine 
enterprises of large- and medium-scale engineering and 
metal-working plants within the Moscow gubernia, and 
one from the Voronezh gubernia. At the end of 1919, an 
amalgamation was set up of state iron-smelting plants 
in the Tula, Kaluga and Ryazan gubernias which had 12 
of the region’s enterprises under its jurisdiction. 

Apart from engineering plant amalgamations, major 
production units were organised in heavy industry, such as 
the Electric Trust amalgamating electrical engineering 
plants; an amalgamation uniting eight copper smelting and 
rolling enterprises; a chief committee for the aircraft in¬ 
dustry; the auto plant trust. Production amalgamations 
also took shape in the chemical industry and the timber 
industry. 

The combining of enterprises in the textile industry was 
a rapid process. The presence of a large number of small 
enterprises situated in a small number of traditional tex¬ 
tile areas, the striving to make the best use of insufficient 
stocks of raw materials and the strong production links 
between enterprises carrying out different operations in a 
single production cycle (spinning, weaving, dyeing)—all 
this made imperative the uniting of textile enterprises after 
their nationalisation. However, the way in which amalga¬ 
mations were organised was not the same in all branches 
of the textile industry. In the cotton industry, for example, 
enterprises were amalgamated by grouping together relat¬ 
ed factories so as to ensure the whole production cycle, 
while in the cloth and wool industry, amalgamation in¬ 
volved specialised enterprises. In certain cases, factories 
producing fine and coarse cloth were singled out. 


The basic form of amalgamation in the textile industry 
was the group. 446, or 90.7 per cent, of the 553 nationalis¬ 
ed textile enterprises belonged to such groups, although 
only 46 group amalgamations were set up, headed by a 
board. 

To co-ordinate the activities of the group amalgama¬ 
tions, the Chief Administration for the textile Industry 
held nation-wide conferences and congresses of represen¬ 
tatives from group amalgamations. The first such confe¬ 
rence was held on March 6, 1919 to discuss supply, financ¬ 
ing and organisation of relations between group boards and 
other economic management agencies (economic councils, 
district textile boards, and so on). The conference made 
important decisions on the organisation of material 
and technical supply to cotton enterprises. It recommended 
to the Chief Administration for the Textile Industry that 
it take stock of all the Turkestan cotton and remaining 
raw materials in factory stores. It was proposed to extend 
the powers of group amalgamations in the distribution of 
raw materials, and in particular, the question was raised 
of their representatives participating in the distribution ol 
cotton among enterprises. 

Taking account of the difficult situation as regards fuel, 
the participants in the conference passed a decision to raise 
the question before the Chief Administration for Peat Sup¬ 
plies of giving group amalgamations the right to procure 
peat on their own. The conference recommended that the 
group boards be financed strictly on an estimate basis. 1 he 
sum advanced on the commodity was not to exceed 75 
per cent of its value. The estimate was to be considered as 
a contract between the state and the group amalgamation, 
according to which the state guaranteed the amalgama¬ 
tions money and they, in turn, were obliged to. fulfil the 
production plan approved for them. An extension of the 
powers of group boards was envisaged in manoeuvring 
technical personnel and materials within the group. 

Apart from nation-wide conferences, there were also 
meetings and congresses of representatives from group 
amalgamations within the individual gubernias. 
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These conferences, congresses and meetings, however, 
could not become centres from which the activities of 
group boards could be co-ordinated. In order to unite the 
activities of group boards and get a closer view of the 
needs ol production, the Chief Board of nationalised tex¬ 
tile enterprises established, at the beginning of 1920, a 
Council of representatives from group amalgamations 
which was convened at regular intervals. At its first sit¬ 
ting in February 1920, it decided to hold meetings of 
commissioners from group amalgamations not less than 
once every three months. All the amalgamations were 
subordinate to the Chief Board for the respective branch 
of industry, except for the largest, such as the SAEP, which 
were directly subordinate to the SEC Presidium. 

Apart from the production amalgamations enumerated 
above, by the end of the Civil War totally different forms 
of amalgamations of industrial enterprises were beginning 
to be formed. Enterprises which were called shock (prior¬ 
ity) enterprises were amalgamated into a special group. 
These were primarily enterprises serving transport and 
fulfilling military orders. Priority enterprises were given 
piecedence in the supply of raw materials, fuel, materials, 
manpower and foodstuffs. They also had the priority right 
for freight transfers by rail. The Party and trade unions 
paid particular attention to these enterprises. 

The measures taken by the SEC on amalgamating prio¬ 
rity enterprises were reflected in the organisational plan 
for state industry. In June 1920, a group of metal-work¬ 
ing plants serving rail transport needs was singled out. A 
special apparatus under a Commissioner of the SEC Metal 
Department was set up to run the priority enterprises in 
the metal-working industry, and in November 1920, the 
SEC approved a Statute of the special SEC Commissioner 
for the priority group of plants. This special Commissioner 
was charged with ensuring that the priority plants fulfilled 
output orders and with creating the necessary conditions 
for them to increase their productivity of labour to the 
maximum. Fie bore full responsibility for the work of 
plants subordinate to him and was the assistant of the head 


46 


of the SEC Metal Department. Representatives of the Com¬ 
missioner apparatus took part in the work of the Council 
for the Metal Industry supply. 

In the textile industry, a somewhat different form of 
management of priority enterprises took shape. In accor¬ 
dance with the resolution of the SEC Presidium of August 
26, 1920, in some places, for example in Ivanovo-Voz¬ 
nesensk, committees for managing priority textile factories 
were set up. 

Alongside priority enterprises, model enterprises were 
also established. The resolution adopted by the SEC Pre¬ 
sidium on September 9, 1920, picked out twenty model 
enterprises, and their number soon rose to 27. Model enter¬ 
prises were ensured all necessary equipment, manpower, 
specialists, raw materials, fuel and semi-finished products. 
They were run by the most experienced managers and 
staffed with the best engineers and technicians. Model 
enterprises, according to the SEC ordinance, were to be¬ 
come schools where Russian industry would be taught the 
appropriate organisation of production. While remaining 
under the jurisdiction of the chief committees and the SEC 
production departments, model enterprises were also super¬ 
vised by a special commission set up under the SEC Cen¬ 
tral Production Commission. All relations of model enter¬ 
prises with chief committees and SEC production depart¬ 
ments took place through this commission. 

Although neither the priority enterprises nor the model 
ones were singled out from existing production amalgama¬ 
tions, they nonetheless differed from usual factories and 
plants in organisational terms. 

# J'r x- 

In the formation of the socialist system for managing 
the national economy, an important place belonged to the 
All-Russia congress of economic councils. The convocation 
and work of these congresses, particularly in 1918, largerly 
predetermined the course of organisational and economic 
construction in the country. The first congress was held in 
Moscow on May 25, 1918. 
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Two congresses were held in 1918 but from 1919 on¬ 
wards the congress was convoked once a year, while the 
last and fourth was held in May 1921. 1 he congress was 
convoked twice in 1918 because this was a period of active 
organisational and economic activity in the history of the 
proletarian state and the formation of a fundamentally 
new system for managing the national economy was under 
way. Under these conditions, the main task of the con¬ 
gresses was to develop genera] principles for managing 
socialist production on a broad democratic basis, work 
out a scheme for organising socialist production and to 
mark out the main trends in the activities of the SRC and 
its local bodies. Also taking part in the work of the con¬ 
gresses were representatives of the central Government and 
economic authorities (Central Executive Committee, SEC 
and Commissariats) and delegates from local economic 
councils, trade unions, co-operative centres and individual 
large enterprises or amalgamations. 

254 delegates from 78 gubernias in Soviet Russia, 104 
of whom had voting rights, attended the First All-Russia 
Congress. At the Second Congress in December 1918, there 
were 216 delegates, including 112 with voting rights. The 
decreased number of delegates at the Second Congress 
was due to the fact that it took place at a critical time for 
the proletarian state, when Soviet power held sway in the 
central regions of the country only, since a large part of 
it had been seized by White Guards and interventionists. 
All this contributed to narrowing the representation base 
of the Second Congress of Economic Councils. As the 
country was liberated by the Red Army, economic councils 
were restored, and agencies for managing the national 
economy were created, resulting in the Third Congress of 
economic councils in January 1920 being attended by 
504 delegates, 249 with voting rights. The active parti¬ 
cipation of representatives from local economic agencies in 
the work of the Third Congress made it possible to analyse 
more thoroughly the experience that had been accumulated 
and to take account of the specific features of economic 
development in individual regions of the country. The 
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Fourth Congress in May 1921 was the largest, being atten¬ 
ded by 593 delegates, including 450 with voting rights. 

The nature of the representation changed fundamentally 
from congress to congress: whereas at the First Congress, 
the participants mainly represented the SEC and its local 
agencies, subsequent congresses were held on a broader 
basis. Considerable changes took place in the management 
of the Soviet economy in the interval between the First 
and Second Congresses: the SEC central apparatus and 
its local agencies were formed, chief committees and cen¬ 
tral administrations set up, and so on. 

All these changes were reflected in the SEC Statute 
adopted at the Second Congress of Economic Councils, 
which stated that representatives of SEC production 
departments, local economic councils, economic depart¬ 
ments of local Soviets, chief administrations of nationalised 
enterprises, all-Russia amalgamations of agricultural, con¬ 
sumer and production co-opcratives should participate in 
the work of subsequent congresses, with full voting rights. 
However, the changing economic situation after the 
Second Congress of Economic Councils introduced certain 
changes into its composition. We have already mentioned 
above that the SEC was transformed from a general eco¬ 
nomic management body into the People’s Commissariat 
for Industry, its functions were limited, the relations be¬ 
tween the SEC and the other economic authorities changed, 
consumer and agricultural co-operatives left the sphere of 
SEC influence, and territorial and particularly uyezd 
economic councils were transformed into municipal bodies. 
A large number of representatives from major industrial 
enterprises attended the Third Congress of economic coun¬ 
cils and, out of the 249 delegates with voting rights, 73 
represented factory collectives. The trade unions greatly 
influenced the work of the congresses. Any interested 
institution or organisation could participate in the con¬ 
gresses, with voice but no vote, and so among the dele¬ 
gates there were representatives from various commissa¬ 
riats, executive committees ol local Soviets and even com¬ 
mittees of the poor. 
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Changes took place in the work of the all-Russia con¬ 
gresses of economic councils from 1918 to 1919. Whereas 
the First and Second Congresses had tried to establish 
themselves as the highest economic authority, determining 
major directions of national economic policy, subsequent 
congresses were already advisory in nature. Their deci¬ 
sions, as a rule, related to the SEC system, and had no 
mandatory force for the other Commissariats. 

The First Congress was held immediately after the 
peace treaty was signed in Brest. The position of the Soviet 
Republic was consolidated and a real possibility arose of 
setting about implementing the plan for building socialism 
formulated by Lenin in his work “The Immediate Tasks 
of the Soviet Government” and other documents. In this 
connection, the First Congress considered such cardinal 
questions as organisation of planned regulation of the 
national economy, nationalisation of capitalist property 
and organisation of the management of state industry. 
I his Congress dealt not so much with elaborating specific 
schemes for management, as with determining the main 
directions of the proletarian state’s economic policy in 
this respect. The participants in the Congress were set the 
task of working out a broad programme, on the basis of 
which the SEC could become a managerial authority for 
the whole economy. The issues considered were, therefore, 
of a primarily general economic character, as evidenced by 
resolutions, such as “Economic Position and Economic 
Policy”, “Basic Aspects of Finance Policy” and “On Com¬ 
modity Turnover”. In connection with the nationalisation 
of industry, the question arose of working out the princi¬ 
ples for managing state enterprises. The Congress there¬ 
fore elaborated and approved a Resolution on the Manage¬ 
ment of Nationalised Enterprises. Owing to the formation 
of the SEC central apparatus, and gubernia, uyezd and 
other economic councils, the Congress reviewed the legal 
status of individual components in this system and 
adopted the Statute of Local. Economic Councils. 

Under the conditions of the Civil War and the deterio¬ 
rating internal political situation within the country, the 


attention of the Second Congress of Economic Councils was 
focused on issues ensuring consolidation of the achieve¬ 
ments of the October Revolution, particularly the mana¬ 
gement of social production. The organisation of amal¬ 
gamations (groups, trusts, organisation of workers’ and 
state control in industry) was considered, and the Congress 
adopted a Statute of the Management of Large Amalga¬ 
mated Nationalised Enterprises under the SEC and a new 
Statute of Gubernia Economic Councils. 

The Civil War and foreign intervention had an extre¬ 
mely destructive effect on the country’s economy. In 1920, 
industry was producing only an eighth of the output pro¬ 
duced at the begining of the First World War. One of 
the main tasks of that period was to restore industry, and 
this task was at the centre of attention at the Third Con¬ 
gress of Economic Councils. Dealing with questions related 
to the restoration of industry, the Congress devoted its 
main attention to such issues as the further improvement 
in the organisation of production and advance of the 
productive forces in industry. A special resolution “On 
Management of Economic Activities” was adopted, which 
stressed that “centralisation of the management of social 
production is a requisite and condition for socialist cons¬ 
truction”. This resolution confirmed the necessity for fur¬ 
ther formation of trusts in industry and centralisation of 
management. Practical recommendations on this problem 
were set out in “Instructions on the Management of Indus¬ 
try”. A significant place in the work of the Congress was 
occupied by questions relating to the development of cot¬ 
tage industry and organisation of its management. 

The Fourth Congress of Economic Councils was held 
during the transition to NEP (New Economic Policy). An 
important place in the overall plan for restoring the natio¬ 
nal economy was assigned to the development of industry. 
The principles governing organisation of the supply of raw 
and other materials to enterprises were reformulated, the 
necessity for rejecting strict centralisation in deciding these 
issues was underlined, as was that of the role played by 
local economic councils in the procurement of raw mate- 






















rials and so on. A study of the activities of all-Russia 
congresses of economic councils testifies to the fact that 
all the questions which they discussed were suggested by 
the conditions of the time. 

Lenin himself played an enormous role in organising 
the work of the all-Russia congresses. At the First, Second 
and Third congresses of economic councils, he made 
speeches; he took part in the work of the conciliation com¬ 
mission of the First Congress discussing the draft Statute 
of the management of nationalised enterprises. 

The all-Russia congresses played an important part in 
the formation of the socialist system of economic manage¬ 
ment. Each of them represented the completion of one, 
and the beginning of another stage in the development of 
the management system. The congresses summed up the 
results of the previous activities of economic councils, 
noted shortcomings and worked out a programme for the 
next period. The history of all-Russia congresses of econo¬ 
mic councils mirrors the evolution in the functions of the 
economic councils. By the end of their activities, the con¬ 
gresses had transferred their main attention from elabo¬ 
rating national economic development programmes to 
solving questions concerning the organisation of industry. 






1. Nationalisation of Capitalist Property 
—the Basis for the State Sector in Industry 

After the victory of the Great October Socialist Revolu¬ 
tion, the Soviet Government set about nationalising bour¬ 
geois and landlord property. It was not enough just to 
declare the transfer of this property to the state; natio¬ 
nalisation had to be accomplished in practice, i.e., mana¬ 
gement of enterprises had to be organised, necessary raw 
materials, fuel, skilled workers and engineers supplied. 

Nationalisation took place in conditions of intense class 
struggle. The policy of the Soviet state in the sphere ol 
nationalisation consisted in making use of all available 
means to take material resources, money hoards and other 
valuables out of the hands of the bourgeoisie. The class 
essence of nationalisation consisted in strengthening the 
economic base of the dictatorship of the proletariat. 

The proletarian state considered nationalisation as both 
a political and an economic act. The enemies of Soviet 
power within the country and bourgeois “specialists” on 
Russian affairs declared that only the acute political situa¬ 
tion in the country, particularly during the Civil War and 
the period of foreign intervention, had compelled the 
proletarian state to nationalise the major means of pro¬ 
duction. In their opinion, the nationalisation of bourgeois 
and landlord property was not a necessary condition for 
building a socialist society, but simply a side-effect, of the 
revolution. Such assertions contradict the Marxist-Lcninist 
theory of the socialist revolution. Lenin frequently stressed 
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that the abolition of private ownership of land, factories, 
plants, banks, railways and so on and their transformation 
into the property of the whole people was a necessary con¬ 
dition for eliminating the domination of the bourgeoisie. 
As he wrote: if carried out in earnest, the regulation of 
the economic activity would demand the simultaneous 
nationalisation of the banks and the syndicates”.* 

So there was sharp theoretical discussion of one of the 
main issues of the theory and practice of the socialist revo¬ 
lution and this later developed into an open political strug¬ 
gle.^ The discussion on the nature of socialist nationalisation 
which arose in the middle of 1918 broke out with new 
vigour during consideration of the basic problems of the 
New Economic Policy. L. Trotsky, for example, consi¬ 
dered that nationalisation was a measure not of economic 
expediency, but of political necessity. He was supported 
by one of the leaders of the inner-Party opposition, L. Ka¬ 
menev, who declared at the Ninth All-Russia Congress of 
Soviets that purely political motives lay behind nationali¬ 
sation, while purely economic motives were only in the 
background. In opposing nationalisation, the Trotskyites 
and other unexposed enemies of the Party and the socialist 
state were in fact opposing the policy of building a socialist 
economy. 

Trotsky and Kamenev were actively supported by bour¬ 
geois “specialists” on Soviet affairs who, even to the pre¬ 
sent day, continue to assert that nationalisation of the basic- 
means of production in Russia took place spontaneously, 
exclusively as a punitive measure and was brought about 
by exclusively political considerations. To counterpose the 
“purely political aspects of nationalisation to the purely 
economic aspects” is to split the political and economic 
aspects of nationalisation, to misinterpret the events that 
were taking place in the country and deliberately to dis¬ 
tort the essence of socialist nationalisation. 

After the victory of the Great October Socialist Revo¬ 
lution, it became entrenched through consolidation of the 

1 V. 1. Lenin, Collected Works, Vol. 25, p. 335. 
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socio-economic position of the dictatorship of the proleta- 
riat, of the socialist mode of production, and this, in turn, 
required the elimination of private property and the 
establishment of public property. 

The necessity for nationalising capitalist property is 
engendered by the objective requirements of the develop¬ 
ment of large-scale industry, which had to be planned and 
regulated on a centralised basis. The socialist revolution 
eliminates the main contradiction of capitalism—that bet¬ 
ween the social character of production and the private 
form of appropriation. Thus, the proletarian revolution 
and socialist socialisation of the means of production are 
economically expedient. 

The nationalisation of enterprises was a powerful means 
of disrupting economic sabotage on the part of the bour¬ 
geoisie and facilitated the development of production in 
the interests of the working people. The nationalisation of 
enterprises was inseparably linked to the nationalisation 
of banks, land and other private property, since, if these 
measures had not been carried out in aggregate, it would 
have been impossible to ensure the proletarian state s con¬ 
trol over the economy. 

Correctly assessing the importance of the nationalisation 
of capitalist property, the proletarian state devoted consi¬ 
derable attention to the organisational side of this process. 
It was necessary not only to take the property out of t ie 
hands of the bourgeoisie, but also to organise social produc¬ 
tion according to a single nation-wide plan. The time taken 
to carry out the nationalisation was also of great signifi¬ 
cance: this had to be done in as short a time as possible, 
as any delay carried the risk of dangerous socio-economic 
consequences. 

The rate of nationalisation was to correspond to the 
level of the organisational work, since a gap between the 
state’s legislative steps towards nationalisation and the 
degree of preparedness in organisational terms could lead 
to the very idea of the socialisation of capitalist property 
falling into discredit. So, in the spring of 1918, when such 
a gap appeared, Lenin wrote that in the sphere of the 





economic construction of socialism “our work of organis¬ 
ing proletarian accounting and control has obviously ... 
fallen behind the work of directly ‘expropriating the 
expropriators’. If wc now concentrate all our efforts on the 
organisation of accounting and control ... we shall com¬ 
pletely win our ‘campaign’ against capital.” 1 

Guided by Lenin’s recommendations, the SEC did much 
to raise the level of organisational work on the nationali¬ 
sation of bourgeois property. It acted decisively against 
spontaneous nationalisation, since unauthorised nationali¬ 
sation, confiscation, sequestration and other measures ham¬ 
pered the establishment of revolutionary law and order 
and normalisation of the country’s economic life. 

The planned approach to the nationalisation of capita¬ 
list property meant ascertaining its economic expediency, 
establishing a certain order of priority and conducting 
careful preparation for the socialisation of the means of 
production and commodity stocks. 

At the end of 1917 and the beginning of 1918, either 
individual enterprises were nationalised, or groups of en¬ 
terprises in large-scale monopolised industry, the technical 
staff of which was to be used as the SEC regulating agen¬ 
cy. A significant number of enterprises, where former 
owners were engaged in sabotage, were nationalised during 
this period. According to V. P. Milyutin, one of the SEC 
officials, it was for this reason that almost 70 per cent of 
enterprises were nationalised during the first few months 
of the proletarian state. However, from the spring of 1918 
onwards, it was not individual plants and factories that 
were nationalised, but whole groups of enterprises or 
branches of production. Thus, in May 1918, a Govern¬ 
ment’s decree was signed on the nationalisation of the 
sugar industry and that of the Baku oil enterprises was 
begun. 

Two factors were taken into account when it was deci¬ 
ded which group of enterprises or branches of industry 

1 V. I. Lenin, Collected Works, Vol. 27, p. 246. 


had to be nationalised at any given moment: the impor¬ 
tance of these enterprises or industries for the state and 
how ready they were for socialisation. So, the first to be 
nationalised were the metallurgical, metal-working, engi¬ 
neering, chemical, oil and textile industries. Moreover, 
individual enterprises which were unique or were of par¬ 
ticular value to the state were also nationalised. The 
preparation of individual branches of industry for socia¬ 
lisation was of great significance. 

Even before the October Revolution, the necessary ma¬ 
terial prerequisites for the socialisation of production had 
already taken shape in the oil, sugar, engineering, rubber 
and a number of other industries, in which large mono¬ 
polies with well-organised management and supply and 
sales bodies had emerged. Moreover, in order to establish 
more favourable conditions for nationalising an industry, 
the SEC carried out a preliminary unification of enterprises. 

This is the basis on which discussions were held with the 
major capitalist Meshchcrsky and representatives of the 
Stakheyev financial group on the organisation of engineer¬ 
ing and metallurgical trusts with the participation of pri¬ 
vate capital. Milyutin stated that the Meshchersky project 
was considered by the SEC only as a means of creating a 
reliable basis in engineering and metallurgy that would 
later permit all the enterprises in these industries to be 
nationalised. 

One of the major factors in solving problems involved 
in the nationalisation of bourgeois property was regulari- 
sation of the actual process by which the basic means of 
production were socialised. At the end of 1917 and the 
beginning of 1918, both central and local administrative 
and economic organs were occupied with the nationalisa¬ 
tion of capitalist enterprises. Apart from the RSFSR Coun¬ 
cil of People’s Commissars and the SEC which were lega¬ 
lly empowered to do this, bourgeois property was also 
socialised by local, territorial and gubernia Soviets, regio¬ 
nal, gubernia and uyezd economic councils and even by 
individual gubernia congresses of committees of the poor. 
In distant regions of the country (the Urals, Central Asia) 





central and local Soviet organs were extremely active. The 
SEC Presidium was strongly opposed to spontaneous acts 
of nationalisation on the local level, since local authorities 
did not always realise the degree of responsibility they 
were assuming in doing this. Nationalised enterprises had 
to be supplied with raw materials, fuel, manpower, finan¬ 
ces and orders, and these questions could not be solved 
locally. Local authorities turned to the central economic 
agencies for help, but with the difficult economic condi¬ 
tions of that period, the SEC did not have enough resour¬ 
ces at its disposal to satisfy all requirements fully. 

The procedure, the necessary time and responsibility 
involved in carrying out nationalisation were constantly 
under consideration at sittings of Government and the 
SEC Presidium, the main responsibility for nationalisation 
being borne by the latter. This meant that no agency or 
institution had the right to nationalise capitalist enterpri¬ 
ses without sanction from the SEC. They could only sug¬ 
gest the necessity for nationalisation to Government and 
SEC. The policy of increasing centralisation of the natio¬ 
nalisation of industry was confirmed by the resolution of 
the First All-Russia Congress of Economic Councils, in 
which it was stated that the nationalisation process was 
to be deprived of its spontaneous nature and was to be 
carried out by the SEC or the Government with SEC ap¬ 
proval. 

The SEC’s struggle for strict observance of law carry¬ 
ing out nationalisation conferred on the latter an essential 
planned nature and accustomed those working in Soviet 
economic bodies to observe legality and state discipline. 

Nationalisation of capitalist enterprises was preceded 
by careful preparations and only in individual cases was 
it a surprise act. Motives for the latter were: flight of the 
owners of the enterprise, overt sabotage on their part or 
participation in counter-revolutionary plots or armed 
struggle against Soviet power, or a catastrophic state of 
affairs within the enterprise. On the whole, however, 
nationalisation was carried out in an organised and plan¬ 
ned way. 


As a rule, preparations for nationalisation were made by 
the SEC in three ways. First, the attitude of the workers’ 
collective in the enterprise towards nationalisation was 
sounded in order to mobilise its efforts towards a success¬ 
ful solution to this question. Second, thorough research 
was carried out into the technical and financial position 
of the enterprise marked for nationalisation. And third, 
new managerial bodies were set up which took over from 
the old boards of nationalised enterprises. 

The SEC made the preparations for and carried out 
nationalisation in close contact with trade-union and wor¬ 
kers’ collectives. Special conferences and meetings with 
representatives of plants that were being nationalised were 
held for this purpose and the matter was discussed at 
workers’ meetings. In May 1918, in Moscow, for example, 
a conference was held of representatives from metal-work¬ 
ing enterprises, at which issues relating to the nationalisa¬ 
tion of large plants in Sormovo, Kolomna, Bryansk, Zla¬ 
toust, Beloretsk and other towns were discussed. On May 
17, 1918, Lenin sent the participants in this conference a 
special letter in which he gave his support to the idea of 
nationalising large-scale metal-working industry without 
delay, but stressed that the idea would receive support in 
the Council of People’s Commissars “if the conference 
exerts every effort to secure planned and systematic orga¬ 
nisation of work and increased productivity”. 1 The basic 
idea of Lenin’s letter was that relations of comradely 
co-operation and mutual assistance should be established 
between enterprises and that workers from enterprises with 
a more efficient organisation of production or who had 
more experience in running large-scale production should 
be sent to enterprises where the organisation of labour 
was on a lower level. 2 Lenin’s proposals were adopted by 
the conference, and in their resolution the delegates of 
the conference came out for undelayed nationalisation of 
plants and the establishment of joint management. 

1 V. I. J.enin, Collected Works , Vol. 27, p. 388. 

2 See V. I. Lenin, Collected Works, Vol. 27, p. 388-89. 
































The implementation of Lenin’s recommendations made 
it possible to nationalise the engineering plants of the Sor- 
movo-Kolomna group within a month. These plants formed 
the basis for the Sormovo-Kolomna amalgamation of engi¬ 
neering plants. 

However, the significance of Lenin’s letter went far 
beyond this single branch of industry. The idea it con¬ 
tained lay at the basis of the SEC’s later practice in the 
nationalisation of industry. 

Subsequent conferences were held once the socialisation 
of capitalist property was in full swing in the country 
and it was not individual plants and factories that were 
being nationalised, but whole industries. As a result, there 
were changes in the participants and the questions they 
discussed. In addition to representatives from plants and 
trade unions, delegates from corresponding SEC agencies, 
economic commissariats and so on also took part in the 
conferences. Having justified the necessity for nationalisa¬ 
tion, the conferences concentrated on thoroughly studying 
the state of the given industry, establishing the prospects 
for its development and organisation of production. In 
July 1918, for example, the SEC convened a conference of 
representatives from rubber industry plants, in which the 
heads of the SEC chemical department and representatives 
from various agencies and institutions took part. This con¬ 
ference discussed the organisation of production: manage¬ 
ment and supply of the plants with raw materials, petrol, 
chemicals and other products. Such conferences preceded 
the actual nationalisation of wood-working, glass, brick, 
cement, pottery and other works. Similar meetings were 
held on a local level before an industry was nationalised. 
These conferences were of considerable significance for 
developing a rational management system of nationalised 
industries, for raising the productivity of labour and 
strengthening labour discipline. 

At first, preliminary analysis of the activity of enter¬ 
prises was mainly carried out by local Soviets and econo¬ 
mic agencies, but from the spring of 1918 onwards, this 
work was entrusted to SEC production departments, chief 
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committees and central administrations. Commissions were 
set up to do the checking and these were made up of expe¬ 
rienced engineers, economists, accountants and also repre¬ 
sentatives from local economic councils. The commission 
was to determine the extent to which the nationalised 
enterprise was supplied with raw materials, luel, equip¬ 
ment and tools, manpower; the degree ol wear of machi¬ 
nery and the financial state, establish the potential and 
actual capacity of the works and map out ways of restoring 
production. 

Along with this work, provisional and governmental 
boards were formed that were responsible for taking over 
accounts and property from the old boards and for organ¬ 
ising production at nationalised enterprises. The transfer 
of accounts and property of an enterprise at the moment 
of its actual nationalisation was officially recorded in 
appropriate documents. The SEC and regional economic 
councils developed different document forms and issued 
instructions on how the transfer of the accounts and pro¬ 
perty of enterprises being nationalised should be carried 
out. The main document testifying to the transfer of the 
nationalised enterprise to the Soviet state was the transfer 
act, before which an inventory was taken of the property 
being transferred. The instructions of the Moscow regional 
economic council issued in July 1918 stated that the lepie- 
sentatives of economic councils should not confine themsel¬ 
ves only to taking an inventory, but were also obliged to 
check it against the entries in the accounts of the previous 

owner. . , 

The formal transfer of accounts was to take place in the 
presence of the former owner or members of the old board, 
but the owners of enterprises and their managers usually 
hid from Soviet authorities. So the SEC issued instruc¬ 
tions which obliged the commissions whenever possible 
to take over from the former owners or managers, and, in 
their absence, the operation was to take place in the pre¬ 
sence of representatives from the appropriate chief com¬ 
mittees and witnesses. 

The nationalisation of bourgeois property took the form 





















of confiscation, requisitioning and sequestration. A special 
decree was issued by the Soviet Government abolishing 
the right to inherit private property and that of owners 
that had fled was declared state property. 

_ ^ a fl the measures, confiscation was of particular sig¬ 
nificance. It was compulsory and uncompensated transfer 
of the property of the bourgeoisie to the Soviet state. Con¬ 
fiscation undermined the economic position of the Russian 
bourgeoisie and limited its possibilities for offering mate¬ 
rial aid to the counter-revolutionaries and, what is more, 
it liberated the working class and the toiling peasantry 
from paying compensation for nationalised property. The 
Soviet Government used this measure primarily during the 
first months after the October Revolution. The basic mo¬ 
tives for confiscation were: refusal of the former owners to 
comply with the decrees on the institution of workers’ 
control and to continue production, conflicts with workers, 
flight of the owners and so on. 

Requisitioning was also widespread. In contrast to con¬ 
fiscation, this involved payment of compensation for the 
nationalised property. Requisitioning took place under 
those circumstances when it was necessary to redistribute 
law materials, fuel, semi-finished goods and other valuable 
materials among private enterprises under state control 
or between private and state enterprises. This measure was 
also used to stop speculation in raw materials and finished 
products. Requisitioning was also necessary for a more 
rational location of industrial enterprises, for example, 
when an industrial enterprise was transferred from one 
gubernia to another. In these cases the SEC requisitioned 
a plant and housed the evacuated enterprise in its building. 
Requisitioning was always dictated by economic conside¬ 
rations. 

In accordance with a Central Executive Committee’s 
deciee of December 2, 1917, the SEC was empowered to 
confiscate and requisition. During the first months of the 
proletarian state, apart from the SEC, the All-Russia spe¬ 
cial commission for combatting counter-revolution, sabo¬ 
tage and speculation, the People’s Commissariat for Food¬ 
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stuffs and revolutionary tribunals and courts also dealt 
with these issues. 

Local authorities and primarily regional and gubernia 
economic councils confiscated and requisitioned various 
valuable materials at the local level, lhese authorities were 
obliged to inform the appropriate SEC departments of 
their actions, which were not to contradict state measures 
on the organisation of production, supply and the distri¬ 
bution of output. 

Each act of confiscation or requisitioning was officially 
recorded in an appropriate document. It will be remembe¬ 
red that confiscation and requisitioning of capitalist pro¬ 
perty was carried out in difficult economic conditions. 
Economic difficulties and the acute shortage of the raw 
and other materials necessary for continuing operation 
compelled the industrial enterprises to take care of their 
own supplies, and their actions were sometimes supported 
by local economic councils. These measures usually concer¬ 
ned fire-wood, oil, cotton and other products that were in 
very short supply at the time. To put an end to such acti¬ 
vities, the SEC carried out explanatory work at institu¬ 
tions, factories and plants to show the harm caused by 
unauthorised actions and turned to the Government and 
the Council of Workers’ and Peasants’ Defence for help. 
It also took concrete organisational measures compelling 
enterprises to cease these activities, for example, illegally 
requisitioned goods were detracted from the raw and other 
materials, which otherwise were to be supplied to the 
given enterprise, and this meant that the enterprise gained 
nothing by requisitioning things itself. In addition, enter¬ 
prises engaged in unauthorised requisitioning were tempo¬ 
rarily deprived of their reserve stocks of raw materials, 
but the SEC only used this sanction in extreme circums¬ 
tances. 

Some of the SEC departments and the chief committees 
took more sharp measures against unauthorised requisi¬ 
tioning and confiscation. In July 1918, for example, the 
cotton section of the Chief Committee for the Textile 
Industries obliged all enterprises that had acquired cotton 





by illegal requisitioning to inform it on everything con¬ 
cerning this material (transfer acts, weight, and so on) 
and to pay to the Committee’s account 59,000 rubles for 
each carload of cotton, lhc SEC Presidium warned the 
factory committees that for a second offence, the enterpri¬ 
ses might be deprived of state supplies. 

At the same time, special sections and bureaus were set 
up under the SEC and local economic councils to deal with 
icquisitioning and evaluating the requisitioned property. 
The Government’s decree of April 16, 1920 played an 
important role in establishing a standard approach to the 
requisitioning of property. Each act of requisitioning or 
confiscation was officially recorded by an appropriate 
document which stated the reasons for the action. Requisi¬ 
tioned property was evaluated at fixed prices and, if the 
owner did not agree with the evaluation, a special com¬ 
mission was set up of representatives from the requisition¬ 
ing body, V\ orker and Peasant Inspectorate and an expert 
appointed by the local authorities. 

An important preparatory measure for the nationalisa¬ 
tion of capitalist property was the sequestration of facto¬ 
ries and plants. From the legal point of view, sequestra¬ 
tion is a temporary limitation or suspension of the owner’s 
right to his property and is based on a corresponding act 
promulgated by the state. In this case, the owner formally 
retained his property right, but the state either took the 
management of the enterprise out of his hands and set 
up an administrative board, or controlled the activities of 
the old board via its representatives who exercised broad 
powers. The most common reasons for sequestration were: 
sabotage on the part of the old owners, their inability to 
maintain production under the new economic conditions, 
flight of the owner, indebtedness of the enterprise to the 
Ireasury, unique nature of production, and conflict be¬ 
tween the old administration and the workers that could 
have a negative effect on production. 

u *° se 9 ue ster was enjoyed only by 

the SEC Presidium, but after the First All-Russia Congress 
of Economic Councils it was granted to local authorities, 
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from March 1918, chief committees also sequestered in the 
name of the SEC. 

The bourgeoisie and its allies put up fierce insistence to 
nationalisation and, counting on overthrowing Soviet 
power by force, they rejected even the idea of any pos¬ 
sible co-operation with the Soviets. This was their basic 
political position. The owners of enterprises refused to 
recognise the decrees of the Soviet authorities on nationa¬ 
lisation and would not comply with the orders of workers 
control bodies and local economic councils. In defiance 
they curtailed production, closed down enterprises and 
used all possible means to transfer their capital abroad or 
to the centres of counter-revolutionary movement. How¬ 
ever, the political situation in the country gradually beca¬ 
me more stable and Soviet power was consolidated both in 
the centre and in the provinces. Having no strength to 
oppose the Soviet Government’s measures on the nationali¬ 
sation of private property, the Russian bourgeoisie start¬ 
ed a campaign of lies and intimidation of the working 
class, thus trying to undermine the progress of national¬ 
isation. 

Taking part in this campaign were former big capita¬ 
lists, leaders of bourgeois organisations, representatives 
of the bourgeois and petty-bourgeois parties. On May 19, 
1918, for example, a talk with the capitalist Meshchersky 
was published in the press, in which he came out sharply 
against nationalisation and on May 30, the Sormovo divi¬ 
sion of the Engineering and Technical Trade Union adop¬ 
ted a resolution declaring their opposition to “nationalisa¬ 
tion without compensation”. In June of the same year, 
sugar owners also came out against nationalisation. Hiey 
sent a memorandum to the SEC saying that, not having 
the necessary experience and the means, the Soviet state 
could not restore the sugar industry. All those who were 
united against nationalisation asserted that it would lean 
to the collapse of traditional economic links, to closure 
of plants and factories, hunger among the workers, to a 
difficult situation in the country as regards foodstuffs and 
finance, and that the Soviet state could not restore a single 
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enterprise without drawing in private or foreign capital. 

lhe enemies of nationalisation did not confine them¬ 
selves to intimidating the proletariat; they took practical 
measures to slow down and, when possible, undermine 
nationalisation. Fo this end, the bourgeois businessmen 
held talks with the leading Soviet authorities on setting 
up trusts (the projects proposed by Meshchersky and the 
Stakheyev financial group), re-sold their shares to the 
foreign bourgeoisie and transferred capital abroad. 

In connection with the Government’s decree of June 28. 
1918 "On the Nationalisation of Large-scale Industry”, 
the Moscow Committee for Trade and Industry formed a 
consultative commission including representatives from the 
union of amalgamated industry, the society of manufac¬ 
turers and factory owners of the Moscow industrial area, 
the All-Russia Union of the Cotton Industry, the All-Rus¬ 
sia Society for the Linen Industry, the Society of Manu¬ 
facturers in the Silk Industry, the Society of Owners of 
Dyeing and Finishing Enterprises. The commission was 
created in order to establish common policy for solving 
complex problems. Under each of the societies mentioned, 
standing subcommissions were set up which gave consul¬ 
tations on all private problems to former owners or to the 
administration of nationalised enterprises. 

A few days after the decree of June 28, 1918 was issued, 
a special commission was set up under the Council of 
Unions of Representatives from Industry and Trade to 
deal with questions relating to the nationalisation of 
industrial and trade enterprises. This commission sent the 
SEC a memorandum demanding that the owner himself 
evaluate property to be socialised. The owners understood 
that times were changing and so some of them no longer 
opposed workers’ control and inspection on the part of 
economic councils, but upheld with all their might the 
thesis that “industrialists must manage industry”. 

In spite of all the economic and political difficulties, and 
the persistent opposition from the bourgeoisie and its class 
allies, the SEC successfully put through the nationalisation 
of industry. By the end of 1918 a significant proportion of 


large-scale industry had already been nationalised. 
Whereas the First All-Russia Congress of Economic Coun¬ 
cils had talked of 304 nationalised enterprises, at the 
Second All-Russia Congress of Economic Councils, there 
was already mention ol 1,125 enterprises, i.e., in hall a 
year, the number of nationalised plants and lactoiies 
almost quadrupled. This justified the Congress s statement 
that the nationalisation of industry had almost been com¬ 
pleted. 

After the Second All-Russia Congress of Economic 
Councils nationalisation continued to expand. The Eighth 
Congress of the Communist Party (1919) noted in the pro¬ 
gramme it adopted: “To continue steadily and complete 
the expropriation ol the bourgeoisie which is already undei 
way and in the main accomplished, and also conversion 
of the means of production and circulation into the pro¬ 
perty of the Soviet Republic, i.e., the property of all the 
working people. 1 In 1919-1920, not only large entei- 
prises were nationalised, but also a significant proportion 
of medium ones. On November 1, 1920, ol the 0,907 entei- 
prises registered by the SEC, 4,547 were nationalised, 
meaning that 65.7 per cent of the most important enter¬ 
prises in which 88 per cent of all workers were employed 
had been transferred into the hands ol the state. All the 
largest factories and plants had become state property. 
In certain branches of industry, the proportion of nationa¬ 
lised enterprises was very high; for example, printing was 
100 per cent nationalised, the prospecting and mining 
industry, 95.5 per cent, and the chemical industry, 93.5 
per cent. 

During the nationalisation of bourgeois property, the 
Soviet Government took decisive measures to eliminate the 
country’s economic dependence on foreign capital. At the 
end of the 19th century, as a result of the policy of the 
tsarist government, foreign capital seized the key positions 

1 'The CPSU in the Resolutions find Decisions of its Congresses , 
Conferences and Plenary Sessions of its Central Committee, Vol. 2, 
p. 50 (in Russian). 






in the Russian economy. On the eve of the First World 
War, about 30 per cent of all share capital in industry 
belonged to foreign capital and in such industries as elec¬ 
trical engineering, electricity generation and electrical 
transport, 82.9 per cent of the total share capital belonged 
to foreign capitalists (German, 46.3 per cent, Belgian 
22.6 per cent and about 12 per cent to those of other 
nationalities). After the Great October Socialist Revolu¬ 
tion, foreign capital came under Soviet law, and the intro¬ 
duction of workers’ control, the prohibition of transactions 
with securities and the payment of interest and dividends 
on them, the registration of shares and other measures 
)y the proletarian state brought the activities of foreign 
capitalists under control. Its flow abroad was virtually 
cut off. 

The foreign bourgeoisie waged a persistent struggle to 
retain their economic position in Russia. They desperately- 
resisted the introduction of workers’ control and deman¬ 
ded that their governments take decisive measures to 
protect their property rights”, actively supported the 
internal counter-revolution, set up unions of shareholders 
who had been deprived of their property in Russia and 
so on. 

In the interests of their bourgeoisie, the governments 
of many states tried to bring pressure to bear on the 
Soviet Republic over the foreign property issue. At the 
end of 1917 and the beginning of 1918, at the time of 
the talks between the Soviet Government delegation and 
the representatives of the German Command, one of the 
main issues was that of the nationalisation of property 
belonging to foreign citizens. An active diplomatic corres¬ 
pondence was exchanged on this issue between foreign 
embassies, the People’s Commissariat for Foreign Affairs 
(PCFA) and the SEC Presidium, and in February 1918, 
a number of diplomatic missions in Petrograd sent notes 
to the PCFA protesting against the Soviet Government’s 
decision to annul the tsarist Government’s and the Provi¬ 
sional Governments’ debts and to nationalise bourgeois 
property. These notes stressed that the accredited ambas¬ 
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sadors and ministers in Petrograd ‘‘consider all the decrees 
of the Workers’ and Peasants’ Government annulling state 
debts, on the confiscation of property and so on, insofar 
as they concern the interests of foreign citizens, as null 
a nd void”. Further, they declared that their governments 
retain the right at any time they consider convenient, to 
demand compensation for all losses incurred from the 
implementation of the said decrees of the Soviet Govern¬ 
ment. 

When the Soviet Government’s decree on the nationali¬ 
sation of the oil industry was issued on July 8, 1918, a 
number of European diplomatic missions undertook a joint 
demarche. They declared that the decree caused conside¬ 
rable damage to foreign shareholders and that the govern¬ 
ments of their countries, therefore reserved the right to 
demand compensation for losses. Kaiser’s Germany took a 
similar position at the time of the peace talks at Brest- 
Litovsk, during which the German delegation actively 
tried to secure a postponement of the nationalisation of 
property belonging to German citizens, and when the 
Soviet Government rejected these demands, the German 
embassy sent a note of protest to the PCFA. Making use 
of the difficult economic and military position of the Sov¬ 
iet Republic, on August 27, 1918, the Kaiser’s Government 
imposed on the Soviet people another agreement in addi¬ 
tion to the Brest-Litovsk Peace Treaty. This agreement 
envisaged the payment of corresponding compensation to 
German citizens for losses suffered as a result of the 
nationalisation of their property. In all, Soviet Russia was 
to pay Germany 6,000 million marks by March 31, 1920, 
a sum that greatly exceeded the actual value of German 
property in Russia. In accordance with this agreement, at 
the beginning of 1918, the Soviet Government paid the 
first contribution to Germany in gold. This temporary 
concession to the Kaiser’s Government was an attempt by 
the Soviet Government to obtain a peaceful breathing 
space and to gain time in the struggle to preserve the 
socialist stale. Later, however, the Soviet Government 
forced Germany to recognise that all the decrees on na- 




tionalisation applied equally to foreign property, includ¬ 
ing German. 

Even after the conclusion of this agreement, however, 
the German Consulate General constantly opposed the 
nationalisation of firms and their branches which were 
either wholly or partially running on German capital, 
regardless of the fact that these branches in fact belonged 
to Russian owners, i.c., the German Government widely 
interpreted the Soviet-German Agreement of August 27, 
1918 as covering Russian citizens who were German by 
nationality. The clauses of the Brest Treaty were inter¬ 
preted so freely that any citizen with a German surname 
could count on the protection of the Kaiser’s Government, 
which gave German citizens certificates of immunity. On 
November 2, 1918, however, the SEC Presidium announced 
that these certificates had no legal force and could not, 
therefore, serve as a barrier to nationalisation. 

On November 13, 1918, after the November revolution 
in Germany when the Kaiser’s regime was overthrown, 
the Soviet Government annulled the Brest Peace Treaty 
and thus deprived the German diplomats of any legal 
basis for their intervention in the internal affairs of the 
Soviet state. In these conditions, the so-called neutral 
countries stepped up their activities and among these 
Sweden, Norway and Denmark proved particularly active 
in the defence of '‘property rights”. In spite of the absence 
of diplomatic relations with many capitalist countries, the 
SEC and its agencies received a stream of letters in the 
name of non-existent embassies about protection of the 
property of foreign citizens. Even the Danish Red Cross 
took an active part in this campaign. At the same time, 
foreign diplomatic missions attempted to influence the 
course of the nationalisation of capitalist property by brin¬ 
ging pressure to bear on individual SEC officials. But the 
SEC Presidium, together with the Economic Law Depart¬ 
ment of the PCFA, consistently championed the interests 
of the proletarian state. 

The SEC’s position on the nationalisation of foreign 
property was based on the following principles: 

70 


the nature of the socialist revolution requires that all 
private property, regardless of the nationality of its owner, 
be transferred into the hands of the state; 

socialisation is to be carried out in strict accordance with 
the legislation of the RSFSR and the international com¬ 
mitments of the Soviet Government; 

nationalisation of capitalist property is to be carried out 
without compensation; 1 

until the completion of nationalisation, the appropriate 
Soviet economic authorities are to exercise constant con¬ 
trol over the activities of foreign capitalists. 

In acting against capitalist property in general, the 
Soviet state did not distinguish between the domestic Rus¬ 
sian and the foreign bourgeoisie. Soviet laws had equal 
force over them and the SEC policy on nationalisation of 
the property of the foreign bourgeoisie did not contradict 
international and civil law. Explaining the essence of this 
policy, the Law Department of the PCFA in its letter to 
the Juridical Department of the SEC explained directly 
that international law creates no obstacle to the nationali¬ 
sation of the real estate of foreigners, insofar as this is 
carried out according to the legislation of the country in 
which the real estate is situated. In order to put an end to 
the different interpretations of the rights of the Soviet 
state, on December 27, 1918, the Economic Law Depart¬ 
ment of the PCFA prepared an explanatory circular for 
the SEC “On the Rights and Obligations of Foreigners”, 
which stated with extreme clarity that Soviet legislation 
on the nationalisation of plants, factories and church pro¬ 
perty, without corresponding compensation to the former 
owners, was equally applicable to foreigners. The same 
document stressed that the decree on the unpaid munici- 
palisation of urban real estate was equally applicable to 
foreign citizens. The only exception was German citizens 
who, according to the August 27, 1918 agreement, recei- 

1 The agreement of the Soviet Government to pay compensation 
to German citizens for nationalisation of their property resulted not 
from a principled approach to this question, but from the military 
and political situation in the country at the beginning of 1918. 
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ved the right to compensation. As far as the procedure 
for transferring the goods and other property of foreig¬ 
ners was concerned, the document stated that confiscation 
and requisitioning of goods and other property could only 
be carried out if the foreigners broke the criminal law or 
if this property was of particular value to the state. Soviet 
laws were equally applicable to the export of goods and 
other property abroad. 

In strict accordance with the law, the SEC required that 
all interested sides, and primarily foreign diplomatic mis¬ 
sions, exactly observe the Soviet Law. These missions, 
however, and above all the German, freely interpreted 
the international obligations of the Soviet state. The Ger¬ 
man diplomats did all they could to prove that the clauses 
of the Brest Treaty and the additional economic agreement 
resulting from this applied not only to German citizens, 
but also to the inhabitants of Kurland, Lapland, Estland 
and Lithuania. 1 In each concrete instance, the SEC de¬ 
manded documentary evidence of German citizenship, and 
so, when in October 1918, the German Consulate General 
tried to take the Kostroma division of the Lenta associa¬ 
tion, with head office in Riga, into its protection, and thus 
prevent the uncompensated transfer of its property to 
the state, the SEC Presidium rejected that demand as not 
complying with the conditions of the additional Soviet- 
German agreement of August 27, 1918. 

Among the enterprises belonging to foreigners there 
were about 800 plants, factories and technical offices 
producing an output essential for restoration of the econ¬ 
omy and strengthening the defence of the country. All 
these were registered and transferred under the control 
of a special workers’ control commission by a SEC reso¬ 
lution of December 19, 1917. After a thorough checking 
of these enterprises, they were all declared state property. 

For the alienation of output and other property from 


1 After diplomatic relations were established with bourgeois 
Latvia, in accordance with Clause IB of the Peace Treaty, the ques¬ 
tion of return of the property of Latvian citizens was decided. 
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foreign citizens, in July 1919 an inter-ministerial com¬ 
mission was set up, which included representatives from 
the SEC, the People’s Commissariat for Foodstuffs and 
State Control. The commission was authorised to take 
stock, evaluate and store goods to be nationalised in the 
warehouses of foreign owners and to distribute these goods 
to the appropriate interested organisations. This commis¬ 
sion dealt with the claims of foreign citizens on the requi¬ 
sitioning and confiscation of their property. The nationali¬ 
sation or confiscation of the property ol foreign citizens 
brought up the most diverse questions, including that of 
compensation. While the procedure for compensation to 
German citizens was determined by the additional Sov¬ 
iet-German agreement of August 27, 1918, in all other 
cases, this question was studied by the authorities that 
carried out the requisitioning. In order to work out a 
common approach to this issue, the SEC and the PCFA 
elaborated and, on April 12, 1919, approved joint instruc¬ 
tions on the procedure for alienation of goods belonging 
to foreign citizens. In principle, these instructions repeated 
the basic points of the SEC circular of December 27, 1918 
and noted that, on demand of the inter-ministerial com¬ 
mission, the owner of alienated property was obliged, 
within three days, to hand over to the commission all 
accounts and other documents, otherwise he would be 
deprived of all rights to approach the commission with 
claims for compensation. 

For exercising control over commodity stocks, particu¬ 
larly those in warehouses belonging to foreigners, in accor¬ 
dance with the decision of the SEC Presidium of October 
28, 1918, all such warehouses were registered. To improve 
control over the movement of commodities, the SEC trans¬ 
ferred foreign goods into its own warehouses. In this case 
there was no change in the ownership of the goods, but 
all the owners’ commodity transactions were under the 
control of the appropriate SEC bodies. The foreign bour¬ 
geoisie expressed extreme displeasure at these measuics, 
and diplomatic missions made protests over them. Tn reply, 
however, the Economic Law Department of the PCI'A 





declared that “questions relating to the transfer of com¬ 
modities for purposes of improved control come within the 
jurisdictions of the SEC”. 

In this way, in spite of the desperate resistance of the 
Russian and the foreign bourgeoisie and its class allies, 
the Soviet state accomplished the nationalisation of bour¬ 
geois property according to plan. 

As a result of the socialisation, mainly of large-scale 
industry, a state (socialist) sector formed in Soviet Russia. 
During the Civil War, the scale of socialisation expanded 
and the SEC decision of November 29, 1920, permitted 
the nationalisation of medium and even small enterprises. 
In fact, the publication of this decision meant that only 
some small and cottage-industry enterprises remained 
unnationalised. At the beginning of 1921, nationalisation 
of industry was already complete and a total of 4,900 
enterprises had become state property. 

The Supreme Economic Council not only nationalised 
industry, it also carried out the socialisation of water 
transport, trade enterprises, commodity stocks in ware¬ 
houses and the like. 

As a result of the tremendous work carried out by the 
SEC and its local agencies, the problem of nationalisation 
was removed from the order of the day. Whereas at the 
two first all-Russia congresses of economic councils, the 
question of nationalisation was heatedly and widely dis¬ 
cussed, at the Third and, in particular the Fourth con¬ 
gresses of economic councils, attention was centred to 
improving the functioning of state industry. 

2. Organisation of the Management 
of Nationalised Enterprises 

In his work “The Immediate Tasks of the Soviet Go¬ 
vernment” Lenin wrote that, after gaining power, the main 
task of the proletariat became “the positive or construc¬ 
tive work of setting up an extremely intricate and delicate 
system of new organisational relationships extending to 
the planned production and distribution of the goods 


74 


required for the existence of tens of millions of people”. 1 
In practical terms, this was reflected in the fact that, even 
during the nationalisation of bourgeois property, comple¬ 
tely new agencies for managing social production were 
started to be formed and that fundamentally new methods 
of control were developed. 

The consolidation of the dictatorship of the proletariat 
and the socialisation of the basic means of production in 
industry led to fundamental changes in the very nature 
of the relations between managerial bodies and working- 
people collectives. Before the October Revolution, all the 
efforts of the boards of capitalist enterprises were designed 
to make maximum profits, and these were then pocketed 
by the entrepreneur. This is why the relations between the 
management and the workers were antagonistic. With the 
victory of the revolution, the animosity of the workers 
towards and their mistrust of the old factory owners came 
into sharp relief. 

After nationalisation, new guiding bodies began to take 
shape, drawing in representatives of workers’ organisations 
(trade unions, factory committees and so on) on a broad 
basis. The antagonism in the relations between the fac¬ 
tory management and the workers disappeared, but this 
process was only finally completed when capitalist pro¬ 
perty had been fully nationalised. Fhe creation of a new 
economic apparatus was the concern of the SEC, regio¬ 
nal and gubernia economic councils, trade unions, factory 
committees, individual commissariats and so on. 

In the absence of precise instructions from the highei 
Soviet and economic authorities and of the necessary 
experience, different approaches to the solution of this 
problem were made at the local level. In some cases the 
nationalised enterprises were put under the control of 
factory committees and workers’ commissions, and workers 
boards were set up. Workers’ boards were formed on two 
conditions: the workers’ collective had to agree to accept 
responsibility for the management of the enterprises, and 

1 V. T. Lenin, Collected Works, Vol. 27, p. 211. 





at elections to these boards, more than half the workers 
in the enterprise had to participate. 

As a rule, provisional boards were formed in the begin¬ 
ning, based on the workers’ control commissions, workers’ 
management bodies, factory committees and workers’ trade 
unions. If a workers’ management was already function¬ 
ing at the enterprise when it was nationalised, this became 
the provisional board. The provisional board managed the 
enterprise until a governmental board was formed. The 
SEC and the All-Russia Central Trade Unions Council 
(ARCTUC) aimed at having the members of the provisio¬ 
nal boards elected from workers members of trade Unions. 

The formation of governmental boards was guided by 
SEC Interim Instructions of March 3, 1918 and, after 
the First All-Russia Congress of Economic Councils, by 
the Statute of the Management of Nationalised Enter¬ 
prises. According to this, a factory board was set up in 
each plant, factory and mine becoming the property of the 
Soviet Republic. Two-thirds of the members of this board 
were appointed by the SEC (if the enterprise came under 
the direct jurisdiction of the Central Board for nationa¬ 
lised enterprises) or by a corresponding regional eco¬ 
nomic council, while one-third was elected by workers 
from the trade-union organisation of the enterprise. The 
Statute envisaged that not less than a third of the board 
should be engineering and commercial personnel. 

In sequestered and former state enterprises, govern¬ 
mental boards were usually set up. One variety of wor¬ 
kers’ management—business councils—were formed at the 
state-owned plants in the Urals. 

At a number of enterprises, however, the essence of 
socialist nationalisation was misunderstood, with the 
result that the transfer of management into the hands of 
the workers’ collective was taken as the right to dispose 
freely of the property and output of the enterprise. As a 
result, at individual enterprises the workers divided the 
output (fabrics, sugar, soap or tobacco) among themselves. 
These actions were encouraged by the former owners of the 
enterprises and anti-Soviet employees, who were simply 


counting on this increasing the economic difficulties even 
further and turning the working class against Soviet 
power. Sometimes factory collectives refused to take orders 
from the SEC or its local agencies. 

There were even more serious violations at enterprises, 
the owners and administrators of which formally agreed 
to fulfill the orders of the Soviet Government, but who in 
fact used all opportunities to sabotage them. The Soviet 
Government appointed special commissioners or set up 
extraordinary commissions to such enterprises. This is how 
extraordinary commissars appeared. 

The extraordinary commissars were most active in the 
first half of 1918, but when a large number of enterprises 
were transferred to the state, the commissars’ activities 
were markedly curtailed. 

The extraordinary commissars played an important role 
in the organisation of Soviet industry, as evidenced by the 
SEC Resolution on the extraordinary commissariat at 
Sormovo plants, approved by the SEC Presidium on May 
20, 1918. The extraordinary commissar was appointed by 
the SEC and was obliged “to exercise local control of the 
Sormovo plants, help increase productivity of labour and 
improve supply of necessary materials to the plants”. He 
was to act as mediator on all points of contention, and 
was empowered to dismiss from a plant any person who 
did not carry out his orders. To solve specific tasks in¬ 
volved in the organisation of production, the necessary 
auxiliary bodies were set up under the extraordinary com¬ 
missar. These were councils on the supply of materials, 
monetary resources, on questions concerning the technical 
equipment of the plant, raising labour productivity, estab¬ 
lishing the necessary labour discipline, rate fixing and 
payment for labour, improving the workers’ skills, and 
elaborating regulations to maintain order at the factory. 
There were also export commissions and other councils 
which were necessary for solving specific problems. 

Sometimes extraordinary commissars or commissions 
were appointed in connection with the sequestration of 
a particular enterprise, as was the case, for example, with 
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the Revel and Taganrog plants of the former Russo- 
Baltic Joint-Stock Company. Their appointment was also 
frequently due to the fact that enterprises to be nationali¬ 
sed were often situated far from the country's administra¬ 
tive and economic centres. This reason, for example, was 
behind the SEC Presidium’s appointment on May 24, 
1918, of an extraordinary commissar to the management 
of the Ekibaztuss mines of the Kirghiz Mining Joint-Stock 
Company, of the Ridder Company and the South Urals 
mining zone. Such appointments were also made if the 
necessity arose for an extensive inspection of enterprises 
or for a check on their financial position, as was the case, 
for example, with the Maltsevo plants. Sometimes com¬ 
missars were not appointed, but elected by the workers 
and office employees of the enterprise, with their subse¬ 
quent ratification by the SEC. Thus, it was written in the 
decree of the Kaluga economic council of February 23, 
1918, on the nationalisation of the Myshega iron-smelting 
works that “for the running of the enterprise in the in¬ 
terests of the state, the following persons, elected by the 
workers and office employees, are confirmed as a commis¬ 
sar, an assistant commissar for commerce and an assistant 
commissar for factory internal order with the right to 
sign business papers, monetary obligations and bills 
of exchange, to accept orders, receive money and carry 
out any transactions and acts as are necessary for the 
plant”. Sometimes councils made up of representatives of 
the workers of the enterprise, trade unions and local So¬ 
viets, economic councils and other interested organisa¬ 
tions were set up under the commissars. 

The rights and duties of the extraordinary commissars 
were not regulated by state legislation, but were defined 
in accordance with specific situations at enterprises. It is 
difficult to exaggerate the role of the commissars played 
in solving actual tasks involved in the organisation of the 
new, socialist industrial management system, but a few 
defects of their activities must be mentioned. For exam¬ 
ple, they solved nearly all the problems, including econo¬ 
mic ones, by army methods, and this is the aspect of their 
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activities which was pointed out by the 1 rotskyites, when 
they deliberately pushed the Party onto the path of orga¬ 
nising an army-type economy. However, the Communist 
Party led by Lenin rejected the Trotskyite proposals, since 
they contradicted the Marxist-Lcninist theory of the build¬ 
ing of socialism. Army methods for managing the econo¬ 
my were only possible and acceptable during the critical 
periods, i.e., during the war years, when all resources 
were subordinated to a single task—armed defence of 
state sovereignty, while during a peaceful period, army 
methods contradict the socialist principles of management, 
and primarily the Leninist principle of democratic cen¬ 
tralism. During the first years of the proletarian state, 
however, and particularly in the extremely difficult eco¬ 
nomic and internal political situation during the Civil 
War, the appointment of extraordinary commissars was 
an absolutely necessary measure. In fact, it was a reaction 
by the proletariat to the increasingly fierce class strug¬ 
gle during the nationalisation ol capitalist property and 
was a practical step taken by the Soviet Government 
to overcome economic dislocation and organise socialist 
economy. 

The question of a single system of management for 
nationalised industry was widely discussed both at the 
top and at the local level from the very establishment of 
Soviet power. The Central Council of Factory Commit¬ 
tees in Petrograd made an attempt to develop a single 
scheme for the management of state industry, but under 
the rapidly changing economic and political conditions in 
the country, and with the lack of experience in the organi¬ 
sation of social production, it had no success in working 
out such a scheme in any detail. 

An important role in the organisation of industry and 
the working out of a pattern for factory management was 
played by the Congress of representatives from nationa¬ 
lised and former state plants in the Urals, which was 
held on January 7 to 16, 1918. This Congress adopted a 
Provisional Statute of the organisation of management of 
nationalised enterprises which declared the Council of 
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Commissioners to be the highest managerial body. This 
was composed of 20 to 60 persons, depending on the scale 
of production. The executive body of an enterprise was 
to be its board with three to fifteen members. No less than 
two-thirds ol members of the factory management were 
elected from among organised workers. The next stage in 
the management structure was the Council of Commis¬ 
sioners from the all enterprises of a zone, which consisted 
of horn 25 to 50 persons. For running industry on a day- 
to-day basis, a zonal board and inspection commission 
were set up. The highest regional regulation and control 
authority was the Regional Council of Commissioners from 
all the enterprises of the region, with 75 to a hundred 
members. Day-to-day work was carried out by the Regio¬ 
nal Board. 

The management structure proposed by the Congress 
rellected the current state of affairs in the Urals industry, 
with its division into mining zones. Although it was not 
a universal scheme, it did, however, have undoubted 
advantages: all the management bodies were elected from 
the bottom up and decisive influence was exerted by 
workers representatives in the enterprises. 

This issue was further examined at the Third Regional 
Congress of Soviets of Workers’ and Soldiers’ Deputies of 
the Urals which took place between January 24 and 29, 
1918. Its resolution entitled il On the Management of 
Industry in the Urals” stressed that all nationalised and 
former state enterprises of the Urals should be amalga¬ 
mated into a regional trust. The management of indivi¬ 
dual plants was to be carried out by business councils of 
3 to 12 persons, depending on the scale and nature of 
production. The business council consisted of financial and 
accounting, technical and demilitarisation, procurement 
and supply, and labour departments and it managed the 
enterprise according to the regional plan for the develop¬ 
ment of production. 

Taking account of the division of the Urals industry 
into zones, the resolution noted that the management of 
production within a zone should be accomplished by con¬ 


ferences convoked periodically. These were to elect exe¬ 
cutive commissions (committees) of three persons to mana¬ 
ge the zone. The delegates to the conferences and the 
members of the executive committees were to be elected 
on the same basis as the members of the business council 
of the enterprise. The conferences and plenary sessions ot 
the executive commissions took decisions on principal 
questions, adopted instructions and other documents. The 
zonal board (executive commission) was subordinate to 
the commissariat for production, which was part of the 
regional economic council. 

This management structure in many respects duplicated 
the one proposed by the Central Council of the Factory 
Committees in Petrograd, although in individual instances 
the former had a more detailed definition of the set-up 
and of the duties of members of business councils and of 
heads of economic zones. However, in spite of this advan¬ 
tage, this management structure tor state industry was of 
local significance, since it primarily reflected the specific 
nature and structure of industry in the Urals. 

The trade union of metal workers did a considerable 
amount of work on a management structure. In February 
1918, it held an all-Russia conference ol representatives 
of factory committees and trade unions that took part in 
the management of enterprises. The conference adopted 
a Statute for the bureau concerned with problems of en¬ 
terprise management. The bureau was intended to work 
out a single form of management for industrial enterpri¬ 
ses, to consider questions related to the introduction ol 
work and wage rates, to regulate the relations between 
the control agencies and the management apparatus at 
factories and plants. 

The bureau dealt with fundamental questions of orga¬ 
nisation and management, but it must be stressed that this 
was again an attempt to solve the problem of the organi¬ 
sation of enterprise management within the limits of a 
single branch of industry. The problem of establishing a 
single system for managing industrial enterprises remai¬ 
ned unresolved and the task consisted in solving this 
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problem by combined efforts of the central and local 
authorities. 

Analysis of the measures taken during that period to 
organise industrial management reveals two clear trends. 
One of these was connected with the creation of a strictly 
centralised management system, while the other contained 
elements of syndicalism. The difference in the approach 
to the problem of the management of nationalised enter¬ 
prises was felt with particular force at the First All-Rus¬ 
sia Congress of Economic Councils. G. D. Vcinberg, a 
member of the SEC Presidium and a leading figure in the 
trade-union movement, announced, on behalf of the SEC, 
that it was necessary '‘to state once and for all that we 
are not syndicalists, that any enterprise is state property 
and the workers of the enterprise do not have the right to 
demand that they alone should manage it; to do otherwise 
would not be in the national interests”. The SEC Presi¬ 
dium insisted on strict subordination of the lower econom¬ 
ic management bodies to the higher agencies and, since 
the factory management is the lowest link in the mana¬ 
gement system, it was bound to be guided in its activi¬ 
ties by orders from and to be responsible before the agency 
above it. 

The attempts of the SEC Presidium to establish and 
consolidate a centralised system of management for na¬ 
tionalised industry evoked fierce objections from the “Left 
Communists” who took a clearly syndicalist attitude on 
this issue. They put forward two proposals: the workers’ 
collective should manage the enterprise, and in the rela¬ 
tions between the factory management and the higher 
managerial agency, the latter, in their opinion, should 
provide the enterprise with raw materials, fuel, bank¬ 
notes and finance. Its functions in relation to the indus¬ 
trial enterprise should be confined to this. This position 
did not receive the support of the congress’ delegates, 
however. 

The Statute adopted by the Congress consolidated the 
victory of the proponents of centralised management and 
Lenin himself took a direct part in formulating the final 


text of this Statute. In accordance with the Statute, at 
every factory, plant and mine a factory and works 
management was to be set up. 1 he procedure lor theii 
formation was set out: two-thirds of the management were 
to be appointed by the SEC or regional economic councils 
and one-third elected by the workers of the enterprise, 
who had to be members of the trade union. The Statute 
envisaged that the SEC or the regional economic council 
would be able to allow all-Russia or regional professional 
unions to put forward half the overall number of candi¬ 
dates to the board of the plant or factory. 

This ensured that professionally organised, skilled wor¬ 
kers had the overriding influence on the management of 
production. For enterprises combining several production 
units (factories or plants, for example), two factory mana¬ 
gement bodies were formed, besides which, each produc¬ 
tion unit had its own board, subordinate to the chief board 
of the whole enterprise (amalgamation). Members of fac¬ 
tory and chief boards were elected for a term of six 
months. According to the Statute, they were to work out 
plans for the development of production, supply, expan¬ 
sion and re-equipment of the enterprise, to draw up finan¬ 
cial estimates, collect data on the production cost and 
wage rates, elaborate factory internal regulations, appoint 
heads of the engineering and commercial sections, exercise 
control over their activities and look after the living con¬ 
ditions of the factory and office workers of their enterpri¬ 
se. The plans, estimates and reports on their activities had 
to be submitted by factory managements to the SEC, 
economic councils, or depending on which of the two the 
enterprise was subordinated to. 

At a combined enterprise, the functions of the chief 
board were somewhat different. The centre of gravity 
shifted to the boards of individual production units and 
in this case, the chief board dealt with analysis of the 
papers characterising the work of the individual factories, 
workshops and other production units, and guided their 
activities. In accordance with the organisational structure 
for the management of nationalised industry adopted by 
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the Third All-Russia Congress of Economic Councils, the 
managements of plants and chief boards of combined en¬ 
terprises were subordinate to the regional board of na¬ 
tionalised enterprises which were included in the regional 
economic council. The regional boards were made up of 
candidates elected at conferences of representatives of 
factory management bodies and regional professional 
organisations. 1 he composition of this board was approv¬ 
ed by the presidium of the regional economic council and 
included one representative from the SEC and one from 
the regional professional union. The regional board su¬ 
pervised the factory management board. On the basis of the 
estimates and plans of enterprises, it compiled a summary 
estimate and production development plan in the region, 
took stock of finished output, accepted orders, distributed 
goods according to orders from the central economic 
authorities, provided enterprises under its jurisdiction 
with means of production and approved the composition 
of factory managements. The regional board was em¬ 
powered to appoint its own representatives to lower fac¬ 
tory management bodies and also to countermand any of 
their decisions. 

Central branch boards for nationalised enterprises were 
set up to supervise the regional boards. These were elected 
at all-Russia conferences which were attended by repre¬ 
sentatives of factory managements and all-Russia trade 
unions. The regional boards had to delegate one repre¬ 
sentative each to the central boards, the duties of which 
included issues that were also considered by regional 
boards, but on a different scale. The central boards super¬ 
vised nationalised industry on an all-Russia scale. In ad¬ 
dition, they resolved questions that could not be consi¬ 
dered by regional boards (for example, a change in the 
composition of the enterprise, if its individual production 
units were situated in different regions, the formation of 
inter-regional production amalgamations and so on). 

The highest authority for managing nationalised in¬ 
dustry was the SEC with its numerous general and pro¬ 
duction departments, and the central boards for nationa¬ 
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lised enterprises were subordinate to it. If an industry or 
certain enterprises were directly subordinate to the SEC, 
the regional link in the management structure was absent, 
the central board having the rights of the regional board, 
and the SEC, those of the central board. 

Thus, during the nationalisation of industrial enterpri¬ 
ses, a system for the management of nationalised industry 
was elaborated with the direct participation of Lenin and 
leading SEC officials. The Statute of the management of 
nationalised enterprises adopted at the first All-Russia 
Congress of Economic Councils formed the basis for 
further improvements in the management of state indu¬ 
stry. Such fundamental principles as democratic central¬ 
ism, the combination of vertical management with a sys¬ 
tem of economic bodies on the local level, and of plan¬ 
ning and administrative functions at each level ol the 
management chain, and the close organisational ties be¬ 
tween individual economic management bodies became the 
point of departure for all subsequent legislative acts in 
this sphere. With minor changes, this system for state 
industry management remained up to the beginning of 
the New Economic Policy. 

One of the basic problems of management, which was 
discussed extensively within the Party, was that of collec¬ 
tive or one-man management and responsibility, which 
applied equally to all levels in the organisational struc¬ 
ture of industry management (enterprises, amalgamations, 
chief committees and so on). 

Initially, the main form of management was the col¬ 
lective board, which was made up of representatives from 
the different economic management bodies and the trade 
unions. Since separate branches of industry were closely 
interwoven, economically, many management agencies had 
multiple boards. The personnel included representatives 
from various chief committees, central administrations, 
trade unions and factory committees. During the initial 
period when the socialist economic apparatus was being 
established, the collective form met the requirements of 
the time. The board played an important role in drawing 
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workers into management and, to a certain extent, com¬ 
pensated for the new managers’ lack of specialised know¬ 
ledge and experience. 

At the end of 1918, however, negative aspects of the 
collective form of management began to make their ap¬ 
pearance: a lack of personal responsibility, substitution of 
efficient guidance by numerous discussions, and so on. 
Speaking at the Second All-Russia Congress of Economic 
Councils, Lenin noted that “the executive part of our 
work, associated as it is with collective discussion, at times 
impedes the execution”, and therefore, he stressed, “tran¬ 
sition from collective execution to personal responsibility 
is the urgent problem of the day”. 1 

After Lenin’s report, the Congress adopted a resolu¬ 
tion that emphasised the personal responsibility of the 
members of managing boards for the matters entrusted to 
them and for the work of those enterprises and agencies 
which they headed. The Congress also noted that persons 
with experience and specialised knowledge should be 
drawn into the work of the managing boards (factory 
managements, amalgamations and chief committees). 

After the Second All-Russia Congress of Economic 
Councils the system of management of enterprises and 
amalgamations was improved by reducing the number of 
board members. Those for factories and plants were to 
consist of three to five persons, those for groups of enter¬ 
prises—of five to nine, and those of central boards, from 
seven to eleven. 

Even though a consistent transition was taking place in 
the economic apparatus from the collective system of 
management to one-man management, the issue still came 
under discussion. 

The Ninth Party Congress (1920) played a major role 
in reviewing the management principles and it noted in 
its resolution that “the main task in the organisation of 
management is to establish a competent, firm and active 


1 V. I. Lenin, Collected Works, Vol. 28, p. 378. 
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management, in both single industrial enterprises and 
whole branches of industry”. 1 

The Congress recognised the necessity of establishing 
one-man management in workshops and of going over to 
one-man management in factory managements, by cut¬ 
ting down the size of the boards and by establishing tran¬ 
sitional forms (if the director was a worker, then his assis¬ 
tant in the technical matters was an engineer; if the head 
of the enterprise was an engineer, then he had to have a 
commissar or a couple of assistants from among the 
workers). When considering the relationship between col¬ 
lective and one-man management in the organisation of 
management, the Ninth Party Congress stressed that the 
actual implementation of the principle of clear respon¬ 
sibility of a person for the work entrusted to him was a 
necessary condition for improving organisation of the 
national economy. “Collective management, insofar as it 
has a place in the discussion process, must, of course, make 
way for one-man management in the execution process. 
The degree of efficiency of each organisation should be 
measured by the extent to which duties, functions and 
responsibility are clearly delegated within it” 2 . 

The decisions of the Congress speeded up the transition 
from the collective system to one-man management of 
enterprises. By the end of 1920, 2,183 of the SEC 2,483 
enterprises were managed on a one-man basis and 300 on 
a collective basis. 

In dealing with the organisation of management of in¬ 
dustry and the advance of productive forces, the prole¬ 
tarian state came up against an extremely complex pro¬ 
blem in connection with making use of old engineers. 
Widespread anti-Soviet sabotage by bourgeois engineers 
in the first few months after the victory of the October 
Revolution evoked in response a wave of mistrust of 
engineering and technical personnel and commercial em- 

1 Decisiotis of the Parly and Government, on Economic Issues 
(1917-1967), Vol. 1, Moscow, 19G7, p. 1GG (in Russian). 

2 Ibid., p. 167. 
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ployees among the working class. This mood among the 
workers was encouraged by ‘'Left Communists”, the 
“Workers’ Opposition” and various groups of anarchists. 
As a result, at certain enterprises old engineers were dis¬ 
missed from work and this often had a detrimental effect 
on the organisation of production. In this connection 
Lenin stressed on a number of occasions the necessity foi 
making use of bourgeois experts in the interests of build¬ 
ing socialism. In his work “The Immediate Tasks of the 
Soviet Government” Lenin wrote: “Without the guidance 
of experts in the various fields of knowledge, technology 
and experience, the transition to socialism will be impos¬ 
sible, because socialism calls for a conscious mass advan¬ 
ce to greater productivity of labour compared with capi¬ 
talism, and on the basis achieved by capitalism.” 1 

At the Second All-Russia Congress of Economic Coun¬ 
cils, Lenin emphasised that there was a need "to secure 
experts . . . efficient bourgeois co-operators, who must 
work for you in no worse manner than they did for the 
Kolupayevs and Razuvaycvs. Time to abandon the old 
prejudices and enlist all the experts we need in our 
work. . .. The pledge of success lies in this attitude.” 2 The 
workers’ own experience convinced them that Lenin's 
words were right. For example, the workers of the Sormo- 
vo-Kolomna group of engineering works resolved at their 
congress to set up a management without the participation 
of bourgeois experts. After some time, however, the board 
came to the conclusion that, without experts, it could not 
organise production. On agreement with the Central Com¬ 
mittee of the Trade Union of Metal Workers, engineers 
were included on the board and given the same rights as 
the other members. 

The Statute of the management of large amalgamations 
and nationalised enterprises adopted at the Second All- 
Russia Congress of Economic Councils emphasised that 
there should be no less than two experts with technical 
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1 V. 1. Lenin, Collected Works, Vo], 27, p. 24S. 

2 V. I. Lenin, Collected Works, Vol. 2S, p. 380. 


and commercial knowledge on the central board of a pro¬ 
duction amalgamation. It was stressed in the Communist 
Party Programme adopted at the Eighth Party Congress 
(1919) that “bourgeois experts must be surrounded with a 
comradely atmosphere of common labour, hand in hand 
with the masses of ordinary workers, led by conscientious 
Communists, and thus mutual understanding and a rap¬ 
prochement between physical and mental workers who 
were split by capitalism must be encouraged 

At the same time, concrete measures were taken to train 
the more conscientious workers to be heads of industrial 
enterprises. On February 8, 1920, at the permanent in¬ 
dustrial exhibition of the SEC, workers from twenty major 
plants were enrolled in the first courses in the world to 
study the techniques of administrative and technical ma¬ 
nagement of industrial enterprises. 2 This SEC initiative 
was suported by the Ninth Party Congress (1920), which 
noted in a resolution: “To organise courses on industrial 
management at individual large enterprises or groups of 
enterprises, so that the most capable workers, possibly 
without break from work, could study the necessary 
elements of management from the experience of theii 
enterprises; to appoint workers who have undergone this 
training as assistants to heads of workshops or to directors 
of plants.” 3 

Following the nationalisation of industry, the question 
arose of appointing workers’ control bodies at enterprises. 
Under private ownership, when each enterprise was a 
scene of fierce class struggle, workers’ control was a 
powerful revolutionary means in the hands of the prole¬ 
tariat in its struggle against the bourgeoisie. Workers’ 
control commissions exercised control over not only the 
activities of the old boards, but also the new organisation 
of production. 

With the take-over of industrial enterprises by the 

1 Decisions of the Parly and Government on Economic Issues. 
Vol. 1. p. 135. 

2 Ibid., p. 135. 

^ Ibid., p. 168. 
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state, the situation changed radically. Representatives of 
workers' collectives and trade unions were drawn into 
the management of nationalised industry on a broad scale. 
In this way, workers’ control and production manage¬ 
ment acquired a common basis and the previous antagon¬ 
ism between the board and the workers’ control bodies 
made way for relations based on class solidarity. At the 
same time, the need arose of delimiting the functions of 
management and control. Plans were developed by the 
People’s Commissariat for State Control, the SEC Presi¬ 
dium and the ARCTUC, and their discussion showed that 
the most realistic was the plan developed by the ARC¬ 
TUC, which proposed delimiting the functions of mana¬ 
gement and control. Production management was to be 
carried out by the appropriate economic autorities of the 
Soviet state, while a control apparatus was created by the 
trade unions. In practice, this meant that all workers’ 
control was brought under the jurisdiction of the ARC¬ 
TUC. The lowest component in this system was the eco¬ 
nomic control commission, which was set up at every 
enterprise. 

During the discussion of this issue at the Second All- 
Russia Congress of Economic Councils, it was noted that 
workers’ control was considered as a preparatory stage 
for the broad masses taking a direct part in the manage¬ 
ment of production organisation. “The only correct solu¬ 
tion to the problem of the organisation of workers’ con¬ 
trol,” stated the Congress resolution, “will be to transfer 
it into the hands of the trade unions. The current appa¬ 
ratus of state control not only must not act independently 
in organising control over production, but must gradu¬ 
ally be replaced by a control apparatus of workers’ or¬ 
ganisations; the control functions of chief committees, 
central administrations and SEC departments must be 
handed over to the appropriate trade unions.” 

At the same time, workers’ control was used extensively 
by the SEC and its functional and branch agencies. 
The SEC control agencies carried out inspections and 
checks on the economic activities of individual enterpri¬ 
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ses and departments, and the data they collected was sub¬ 
jected by the SEC to thorough analysis and the necessary 
measures were taken on the basis of its conclusions. 

3. Finance and Credit Problems 
in the Regulation of State Industry 

In the plan for building a socialist society and creating 
a socialist economy, a special place is held by measures 
designed to subordinate the monetary, credit and finance 
system as a whole to the needs of this task. 

One of the reasons for the defeat of the Paris Com¬ 
mune was its delay and inconsistency in solving financial 
problems. The leaders of the Paris Commune took no 
concrete measures to nationalise the Bank of France and 
subordinate it to the workers’ government. In the words 
of Frederick Engels, “This was a serious political mis¬ 
take”. 1 Lenin attached particular significance to the lesson 
taught by the Commune’s experience. In his article “On 
Compromises” he wrote that the Bolsheviks “have learnt 
something since 1871: they would not fail to seize the 
banks”. 2 

Immediately after the October Revolution, decrees were 
adopted on the nationalisation of state and private banks, 
and the foundations were laid for establishing a financial 
system to correspond to the interests of the proletarian 
state and to include organisation ot financing and credit¬ 
ing of the nationalised enterprises. The solution of this 
problem took two directions at the same time: fust, an 
organisational structure for the financial bodies in industry 
was formed, and, second, the forms and methods for 
financing it were worked out. 

This work had to be carried out in difficult economic 
conditions. Trying to retain its capital at all costs, the 
bourgeoisie began issuing fictitious bonds to dummies. 

1 K. Marx, and F. Engels, Selected Works , Vol. 11, Moscow, 1969, 

p. 186 . 

2 V. I. Lenin, Collected Works, Vol. 25, p. 308. 


















They were counting here on the proletarian state paying 
off all debts, including those to individuals, and thus on 
receiving compensation for the loss of nationalised prop¬ 
erty. A wide-spread campaign for issuing fictitious bonds 
led to a rise in credit debts. For example, in the Urals 
alone, by the end of 1917, bank loans consisted of 99.25 
million rubles, of which 29 million rubles belonged to 
fifteen private individuals. The issue of bonds was carried 
out by-passing existing laws and the shares were trans- 
1 erred to dummy figures, among whom were many foreig¬ 
ners. There was a specific political goal behind this: to 
make the imperialist states more interested in “Russian 
affairs”, to concentrate foreign currency in their hands 
and make the already difficult position of the proletarian 
state even worse. 

The workers’ control commissions took definite measures 
to protect state interests, but they could not always deal 
independently with the organisation of financial control. 
A series of decrees were promulgated for regulating finan¬ 
cial matters and protecting state interests. These prevent¬ 
ed the formation of fictitious debts, facilitated the struggle 
against abuses and simplified solution of the financial 
problems involved in nationalisation. 1 

In the course of natinalisation the problem had to be 
solved of how to overcome the unprofitability of industrial 
enterprises, a result of the rapid fall in the rate of ex¬ 
change of the ruble. On November 1, 1917, there were 
22,400 million rubles’ worth of bank-notes in circulation, 


1 See tire Government’s Decrees ‘ On Halting Payment on Coupons 
and Dividends' which prohibited all transactions with securities, and 
"On the Registration of Shares, Bonds and Other Securities”, which 
introduced compulsory registration of the shares of RSFSR citizens 
and foreigners; the Central Executive Committee’s Decree of May 20, 
1918, which prohibited uncompensated transfer of property valued at 
over 10,000 rubles; the Government’s Decree of May 28, 1918 ‘‘On 
the Registration of Trade and Industrial Enterprises within a Three 
Months' Term” that set out the procedure for this registration. The 
responsibility o( both the old and the new owner of all securities 
was established. 
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i.e., 14 times more than on July 1, 1914, and the ruble was 
supported in gold only to a tenth of its former level. On 
November 1, 1918, the amount of money in circulation 
had risen to 43,200 million rubles and the gold support 
for the ruble was only one per cent of the July 1, 1914 
level. The upset in money circulation and the price rises 
thus caused on raw and other materials, the sabotage cam¬ 
paign launched by the bourgeoisie, speculation and so on 
all put those enterprises which had supply contracts sign¬ 
ed before October 1, 1917, in particular, in a very diffi¬ 
cult financial position. The board of the finance and au¬ 
diting department of the SEC adopted a resolution on 
November 27, 1918 “On ways to reduce losses arising in 
nationalised enterprises in connection with low contract 
prices”. Enterprises were instructed to take no indepen¬ 
dent actions to make good their losses, but simply to make 
reports indicating their customers and to present them to 
the SEC Financial Department which would make the 
final decision. 

An important stage in the preparations for nationali¬ 
sation of capitalist enterprises was the compilation of the 
transfer balance sheet. Former owners of enterprises 
strove to misrepresent the actual balance, so the resolution 
of the SEC Presidium of November 16, 1918 obliged fact¬ 
ory managements to make a thorough re-evaluation of 
the property and to introduce into the balance report a 
sum calculated at current prices at the moment when the 
balance sheet was compiled. 

During the nationalisation of industry, the state, striv¬ 
ing to ensure continuity of production, gave considerable 
financial assistance to a number of enterprises. By deci¬ 
sion of SEC and the People’s Commissariat for State 
Control, advances were made to these enterprises against 
future estimates. In 1918 alone, the state spent 3,300 mil¬ 
lion rubles to this end. 

In the course of solving concrete finance and credit 
tasks it was necessary to develop a system of financial 
relations between industry and the State Budget authoriti¬ 
es, to initiate finance operations between nationalised en- 
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terpriscs and institutions and to solve the problem of “a 
single fund" put forward by Lenin. 

With the emergence of public property, a real possi¬ 
bility arose of combining the monetary resources of enter¬ 
prises into a “single fund” of the Soviet state. This made 
it easier to direct financial resources where they were 
most required, facilitated their rational distribution among 
branches of industry and individual enterprises, and al¬ 
lowed maximal control over their use. The May 2, 1918 
Resolution of the Council of People’s Commissars “On 
maintaining a single fund” stressed that “all monetary 
resources (cash, interest, bonds and securities), which are 
not at Soviet institutions or owned by officials, must be 
deposited at the People s Bank or the State Treasury”. 
Thus, foundations were laid for a “single fund”. 

Major difficulties arose, however, in the implementa¬ 
tion of this Resolution. Economic practice showed that 
each enterprise strove to retain a part of the output and 
monetary resources for itself. When discussing this issue, 
the SEC Presidium emphasised that, in the prevailing 
economic situation, it was practically impossible to com¬ 
bine the monetary resources of all enterprises and insti¬ 
tutions within its system. First of all, the necessary con¬ 
ditions had to be prepared for solving the problem of the 
“single fund” and so, on September 3, 1918, a Govern¬ 
ment’s Decree was issued “On the procedure for keeping 
the sums of government institutions and nationalised en¬ 
terprises” which stressed the need to keep monetary re¬ 
sources in the current account of the People’s Bank. The 
SEC, in conjunction with the People’s Commissariat for 
Finance, drew up instructions which indicated cases in 
which enterprises or institutions were permitted to keep 
part of their monetary resources. 

On August 25, 1920, the SEC Presidium circulated an 
order to its subordinate economic and managerial agen¬ 
cies to inform the gubernia departments of funds bor¬ 
rowed from January 1, 1918 to July 1, 1920, to cover 
non-credit outlays, indicating how much was spent on 
what, from where and on whose demand the loan was 
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made. The task of setting up a “single fund” was facili¬ 
tated to a considerable extent, by the transfer of the 
republic’s all institutions and enterprises onto budget 
financing. With transactions made by written order and 
smooth control over production and the distribution ol 
output, the enterprises could no longer accumulate in 
their coffers any significant cash sums and could not use 
part of the finished product as an exchange fund. 

The concentration of the monetary resources of natio¬ 
nalised enterprises in a “single fund” of the Soviet state 
inevitably necessitated centralised financing and crediting 
of these enterprises. Speaking at the First All-Russia Cong¬ 
ress of Economic Councils on May 18, 1918, Lenin stres¬ 
sed: “The centralisation of finance and the concentration 
of our forces are essential; unless these principles are ap¬ 
plied in practice we shall be unable to carry out the eco¬ 
nomic reforms... .” l 

At the end of 1917 and during the first half of 1918, 
not only private, but also nationalised enterprises existed 
primarily on bank loans (in many cases only irregularly), 
advances against orders and partially on their own circu¬ 
lating assets. The absence of constant sources of finance 
put industry in a difficult position and many enterprises 
were on the brink of bankruptcy. This was all aggravated 
by the fact that the enterprises’ monetary requirements had 
inevitably increased: worn-out equipment had to be replac¬ 
ed, and wage arrears eliminated. The prices of raw ma¬ 
terials and fuel had also risen. The shortage of their own 
resources, the irregular nature of credits, the disruption of 
market links and other circumstances ruled out the possi¬ 
bility of the enterprise itself solving its financial problems. 
The sabotage carried out by the bourgeoisie made the situ¬ 
ation even more complex. 

In these conditions, the state introduced a new procedure 
for financing—a system of estimated expenditure. In con¬ 
nection with this, the necessity arose for developing the 
basic principles for financing according to estimates, for 


1 V. I. Lenin, Collected Works, Vol. 27, p. 384. 




















establishing the procedure for approving estimates, and 
for organising control over the use of the sum allocated to 
the estimate. 

On April 26, 1918, the SEC Plenary Board discussed the 
methods of financing industry and determined that enter¬ 
prises should submit detailed quarterly estimates of their 
incomes and outlays to the appropriate production depart¬ 
ment or Chief Committee of the SEC, and that these esti¬ 
mates should be approved of by the estimate commission, 
l’he enterprise was entitled to change the designation of 
credits within the estimate amount and to make unfore¬ 
seen outlays, but in an amount not exceeding 10 per cent 
of the planned resources. The SEC Plenary Board to a 
certain degree generalised the little experience of estimate 
financing that had been accumulated at the enterprises of 
Petrograd, the Urals and elsewhere. 

The first experience of compiling estimates showed that 
their approval was a very long process. Phis evoked jus¬ 
tified censure on the local level. In order to improve the 
financial position of enterprises, from April 1918 the SEC 
began to pay advance on future estimates. The Govern¬ 
ment’s Decree of May 17, 1918 intended financing on future 
estimates to all nationalised and sequestered enterprises. It 
laid down, however, that the sum advanced should not 
exceed the estimated need for funds for a two-month 
period. Enterprises’ requests for preliminary advances were 
considered by the SEC Finance Commission. For the in¬ 
troduction of this system, the Government allotted the SEC 
a special monetary fund of 200 million rubles. The SEC 
Presidium permitted money to be paid out of this fund if 
the enterprise in need could not, for some reason or an¬ 
other, get its estimates through the estimate commission 
on time. 

At the end of 1918, advances made on future estimates 
were markedly reduced and in 1919-1920 were already 
playing only a subsidiary role. This was due to the im¬ 
proved organisation of budget financing, in which an im¬ 
portant part was played notably by the Government’s 
Decree of June 3, 1918 “On the Compilation of Estimates 
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of State Incomes and Outlays for November-December 
1918” establishing the procedure for drawing up and ap¬ 
proving estimates. 

In accordance with this procedure, the estimate was 
considered preliminarily at special meetings in each de¬ 
partment, attended by representatives of the SEC, the 
People’s Commissariat for Finance (PCF) and State Con¬ 
trol. It was then handed on to the SEC Central Estimate 
Commission. Once signed by the SEC Chairman, it was 
passed on to the Council of People’s Commissars for con¬ 
sideration, where, if it had been favourably assessed by 
the PCF and State Control, it was confirmed. The SEC 
Presidium studied the estimate only if there was a differ¬ 
ence of opinion between the SEC Estimate Commission 
and the SEC chairman. Broad discussion of the draft esti¬ 
mates of individual enterprises and departments ensured 
that due account be taken of the expediency of planned 
outlays. However, the time taken in drawing up and ap¬ 
proving estimates had not been cut down. 

In the development of a common approach to the draw¬ 
ing-up of estimates, the Government’s Decree of July 11, 
1918, was of considerable significance. This ordered the 
size of budget allocations to be calculated according to 
the balance method. The SEC instructions of November 
25, 1918 “On the procedure for compiling estimates for 
nationalised enterprises” proposed a transition from sum¬ 
mary calculation of allocations by balancing incomes and 
outlays of enterprises to a break-down of the overall sum 
of estimates into separate items of expenditure. 

At the beginning of 1919, a next step was made to¬ 
wards developing techniques for drawing up estimates: 
the estimate was broken down into separate items of out¬ 
lays by production components: raw materials, wages, fuel, 
maintenance and so on. This geared budget financing to 
production needs and strengthened control over the ex¬ 
penditure of funds released on estimate. 

The execution of the estimate by items, and primarily 
the receiving of credit, was carried out through the finance 
and accounting department of the SEC. Idere accounts 
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were kept of credits already granted. Outlays not envi¬ 
saged by the estimate could only be made with the permis¬ 
sion of the Council of People’s Commissars. Later, how¬ 
ever, the practice for granting credits changed, and the 
Government’s Decree of March 4, 1919 extended the 
group of credits authorities, including large production 
amalgamations within it. The main credit authority on 
all SEC estimates was the SEC Presidium. For enterpri¬ 
ses which had been transferred to SEC departments or 
chiel committees, the credit authorities were these depart¬ 
ments and chief committees. For all other enterprises, 
gubernia economic councils were the credit authorities. 

In order to improve financial discipline, on May 24, 
1919 the Council of People’s Commissars issued a decree 
On the Rules for Estimates” which stressed that credits 
were to be used strictly for specific purposes. “If credit 
granted on any item of the estimate is exhausted,” states 
the decree, ' the use of credit in this section shall be sus¬ 
pended.” This principle naturally regulated the use of 
credit resources for particular purposes. Enterprises and 
even SEC production departments frequently demanded 
credits to be granted in bulk, without being broken down 
into items. I he SEC Presidium, however, pursued a policy 
of strict regulation of the monetary outlays of enter¬ 
prises. 

Being the credit authority, the SEC established control 
over the use of credits. The Decree of May 11 , 1918 set out 
the procedure for granting credits. A month’s grace was 
granted for receiving estimate allocations. If this grace was 
not availed its credits were transferred to the latter half- 
year. This practice helped strengthen financial discipline. 

Budget financing played the principal role in the fin¬ 
ancing of industry during the Civil War and foreign in¬ 
tervention, as evidenced by the Government’s Decrees of 
March 4, 1919 and May 17, 1920 “On the Financing of 
State Enterprises”. The former stated that the only source 
of monetary resources for all state enterprises were allo¬ 
cations from credits according to the scheme of state 
revenues and expenditure of the RSFSR. 
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At the same time as new methods of financing and 
granting credits to state industry were being worked out, 
a financial apparatus for this industry was also created 
within the SEC. Thus, in accordance with the Govern¬ 
ment's Resolution of December 20, 1918, a Conference on 
the financing of industry set up within the SEC, was 
empowered to finance state orders of a non-military na¬ 
ture, amend orders, agreements and contracts on sup¬ 
plies to industrial enterprises, appoint representatives with 
full control rights to the boards of enterprises it financed 
and so on. 

The resolutions of the Conference were ratified by the 
Economic Policy Committee, but on questions of principle 
or in cases of disagreement between the Conference and 
the lixonomic Policy Committee, the final decision lay 
with the SEC Presidium. Subsequent economic practice 
showed that the Conference on financing matters virtually 
duplicated the work of the Economic Policy Committee 
on financial issues. So, in February 1918, a special SEC 
financial authority was set up—the Central Accounting and 
Loans Committee 1 and in March 1918, the Conference 
on Financing was abolished. All financial questions were 
now decided by the Estimates and Advances commissions. 

The Estimates Commission was set up in March 1918, 
under the Finance and Accounts Department of the SEC. 
It dealt with the financing of enterprises and institutions 
within the SEC system and considered the estimates of 
its departments and Chief Committees and their local 
economic agencies. The SEC Advances Commission, set 
up in April 1918, considered preliminary demands for 
advances and loans to nationalised enterprises, collected 
information necessary to make competent decisions from 
all institutions and organisations involved, and passed on 
this information to the SEC Presidium, the Estimates 

1 The Decree of the Accounting and Loans Committee stressed 
that “the financing of enterprises may only be carried out by the 
Central Accounting and Loans Committee” and, at the same time, 
it stated that “the Central Accounting and Loans Committee must 
be governed in its decisions by the general SEC instructions”. 
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Commission and the Accounting and Loans Committee. 

Financial subdepartments and sections were set up 
under the SEC chief committees and committees to deal 
with day-to-day linancial questions. With the formation 
of regional, gubernia and uyezd economic councils, linan¬ 
cial departments were also organised within them. 

In August 1918, a Financial and Economic Depart¬ 
ment was established within the SEC to co-ordinate the 
activities of all the components in the linancial apparatus 
of state industry. Its functions included: preliminarily 
working out general aspects of the SEC linancial and 
economic policy, studying the estimates of all the SEC 
subdivisions, preliminarily studying individual issues re¬ 
lating to the practical organisation of the financing and 
crediting of industry, compiling a general report on the 
financial and economic activities of the SEC. The SEC 
Financial and Economic Department was directed by a 
board. All the financial bodies of the industry were di¬ 
rectly subordinate to the SEC Presidium which took de¬ 
cisions on the financing of industry. 

Thus, agencies for managing industry were created, 
and the necessary financial apparatus set up simultaneous¬ 
ly, and this put on a new plane the problem of organis¬ 
ing financial relations between enterprises and other eco¬ 
nomic agencies. The old forms of meeting monetary lia¬ 
bilities-payment in cash, free cheque circulation, bills 
of exchange—did not facilitate the introduction of the 
necessary order in the organisation of the republic’s fin¬ 
ances and meant virtual lack of control. 

With the widening scale of nationalisation, a form of 
monetary settlements became necessary which would to 
a greater extent correspond to the specific features of the 
economy. This form was cashless settlement. The SEC 
Resolution of August 30, 1918 “On the Procedure for 
Effecting Settlement Between Nationalised Enterprises 
and Soviet Institutions” stated that settlements between 
all Soviet institutions and organisations for manufactur¬ 
ed and received output should be effected by accounting 
records, without the use of bank-notes. The Government’s 
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Decree of January 23, 1919 extended the system of cash¬ 
less settlements to all enterprises. Payment in cash could 
only be made in sums not exceeding 5,000 rubles. In the 
middle of 1919 this system became dominant. 

At the same time as the financing and crediting of in¬ 
dustry was being organised, taxation issues were also 
tackled. It must be said at this point that this problem has 
not yet been solved fully enough by Soviet scholars of eco¬ 
nomic history. Taxes are usually considered as a weapon 
in the struggle against capitalist ownership. No doubt, 
this was the main aspect of the taxation policy of the 
proletarian state. The state, being the owner of the means 
of production, must concentrate in its hands the surplus 
product which is created at nationalised enterprises. 

Initially, local authorities introduced permanent, one¬ 
time and extraordinary taxes at their own discretion, and 
these were levied on both nationalised and unnationali¬ 
sed enterprises. Since this sort of taxation assumed a wide 
scale, on July 7, 1918, the SEC issued an order prohibit¬ 
ing the levy of extraordinary taxes on nationalised enter¬ 
prises. While opposing local taxes and any extraordin¬ 
ary taxation, however, the SEC considered that funds 
were essential for forming a state budget and maintain¬ 
ing the industrial management apparatus. So, at the end 
of 1919, centralised taxation was introduced through the 
price system, and the existing practice of deductions made 
in favour of chief committees was abolished in February 
1920. 

During the Civil War and foreign intervention, the 
proletarian state strictly centralised the distribution of 
material resources. However, with the constantly grow¬ 
ing emissions of bank-notes, the planning ol money circu¬ 
lation was only formal. In essence, the planning indirect¬ 
ly involved the distribution of material resources which 
would be obtained with these devalued notes, as was also 
reflected in the planning of the socialised sector. The 
planning of production and commodity turnover was re¬ 
placed by distribution of products in kind. For this reason, 
the market commodity turnover was not planned either. 
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I he distribution of material resources was planned in¬ 
dependently of the financing of enterprises, amalgama¬ 
tions and even whole industries. 

For each enterprise or amalgamation, along with a pro¬ 
duction programme, an estimate of necessary outlays was 
determined with detailed clarification of each item. The 
Financing of industrial enterprises was according to the pro¬ 
duction plan, regardless of whether it was fulfilled or not. 

In the absence of cost-accounting, this financing prin¬ 
ciple did not stimulate enterprises to achieve profitability. 
All the finished output went into the state fund, with sub¬ 
sequent transfer of its overall value from the accounts of 
the producer to those of the consumer. This practice was 
a result of the wide-spread conversion to so-called na¬ 
turalisation of economic relations, i.e., to settlements in 
kind. The use of money was virtually confined to the 
private market. The policy of payment in kind and vir¬ 
tual replacement of trade with distribution of products 
gave rise to the idea of abolishing money, eliminating 
money circulation and introducing a new accounting unit. 
It is natural that, under the circumstances, a draft was 
prepared for the Decree ‘On the working unit of ac¬ 
count”. 

i The processes taking place during the period of War 
Communism in the economy of the country showed that 
the policy of eliminating commodity-money relations and 
the monetary system had limited application and did not 
correspond to the new conditions of development of the 
economy, to the tasks of restoring the national economy or 
strengthening the alliance of the working class and the 
peasantry. This is why the decree on the working unit of 
account was not adopted. 

Lenin wrote: .. .owing to the war problems ... and 
... to the desperate position in which the Republic found 
itself . .. owing to these circumstances, and a number of 
others, we made the mistake of deciding to go over direct¬ 
ly to communist production and distribution .” 1 


1 V. I. Lenin, Collected Works, Vol. 33, p. 62. 
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The transition to the New Economic Policy (NEP) was 
connected with the wide-spread use of commodity-money 
relations and, consequently, with a review of the existing 
finance and credit ties, in state industry. This transition, 
however, was to a considerable extent prepared for by 
the experience of organising financial links in industry 
and other links in the national economy and within in¬ 
dustry itself during the first four years of existence of the 
proletarian state. 


4. The Organisation of Material 
and Technical Supply 

As the management of nationalised enterprises was or¬ 
ganised, one important task was to supply these enter¬ 
prises with fuel, raw and auxiliary materials, machine- 
tools, hand tools, and so on. The seizure of the major 
areas producing raw materials and fossil fuels by the 
enemy, the wear-and-tear of equipment, the cut-back in 
the number of workers employed in the mining industries, 
the fall in the productivity of labour, the extremely low 
capacity of the railways and a number of other factors 
made the organisation of material and technical supply of 
industrial enterprises enormously difficult. Moreover, the 
sphere of supply became an arena for persistent class 
struggle. The former owners of enterprises and bourgeois 
experts strove by every possible means to leave enterpri¬ 
ses without raw materials and fuel and to put machine- 
tools and equipment out of operation. 

Between 1918 and 1920, a policy of centralising mate¬ 
rial and technical supply was consistently pursued. The 
SEC report to the Second All-Russia Congress of Eco¬ 
nomic Councils emphasised that all supplies of raw ma¬ 
terials, half-finished and finished products to plants and 
factories for industrial purposes should be in the hands 
of the SEC. Up to the end of May 1918, however, pro¬ 
blems of material and technical supply were in the main 
decided at the local level. Beginning from the second half 
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of 1918 and till the end of the Civil War and period of 
foreign intervention, material and technical supply was 
fully centralised and concentrated in the production de¬ 
partments, chief committees and central administrations 
of the SEC. With the acute shortage of raw materials and 
fuel, only on the basis of strictly centralised distribution 
of available resources was it possible to ensure that milit¬ 
ary orders would be fulfilled and to create the necessary 
conditions for normal operation of other industrial enter¬ 
prises and so on. 

1 he system of material and technical supply of indus¬ 
try was made up in the following way. First, supply 
agencies were set up under the SEC production depart¬ 
ments and chief committees and also under major amal¬ 
gamations. Second, supply agencies were established un¬ 
der the local economic councils and SEC regional bure¬ 
aus. Their functions differed in scale, however. While 
production departments, chief committees and amalga¬ 
mations regulated the organisation of material and tech¬ 
nical supply within their own industry, local economic 
councils had to provide raw materials, fuel, etc., to all 
industrial enterprises within their respective areas, re¬ 
gardless of the industry to which they belonged or the 
type of production. Consequently, in the first case specia¬ 
lised supply agencies took shape, while in the second, 
supply bodies of a general nature. This made a significant 
imprint on the organisational structure and actual work 
of each particular supply aparatus. 

1 he activities of the SEC supply apparatus developed 
and improved under the influence of and depending on 
changes in the organisational structure of the SEC itself. 
Initially, all questions concerning the organisation of 
material and technical supply were decided in the SEC 
production departments. In certain cases they were im¬ 
mediately entrusted with organising material and tech¬ 
nical supply (in the metal and fuel departments, for 
example), while in the others, the concentration of the 
output ol a particular industry in the production depart¬ 
ments acted objectively to turn them into supply and dis¬ 
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tribution centres. For example, whereas at the beginning 
of its existence, the SEC Chemical Department only oc¬ 
casionally dealt with problems of supply, in the spring of 
1919, following the nationalisation of this industry, the 
Chemical Department was transformed into an agency 
with the output of the whole industry at its disposal. So, 
a section for accounts and control was set up within the 
department for regulating and distributing the output of 
the chemical industry. 

When the chief committees were formed, supply func¬ 
tions were allotted to them. For this purpose, supply de¬ 
partments and subdepartments were set up within them, 
along with transport, storage and raw materials depart¬ 
ments and subdepartments. A parallel network of supply 
agencies was established within the framework of local 
economic councils. 

The formation of two systems of material and technical 
supply, operating in parallel, necessitated the establish¬ 
ment of a single co-ordinating centre. The Utilisation 
Commission which existed within the SEC only partly 
fulfilled this function, since it was a planning and distri¬ 
bution agency. The SEC production departments, chief 
committees, SEC regional bureaus, district and gubernia 
economic councils, within the limits of their resources, 
independently regulated material and technical supply, 
provided the problems did not extend beyond the indi¬ 
vidual industry or economic area. When the necessity 
arose for a chief committee or economic council to step 
over this boundary, narrow departmental interests and 
parochial tendencies immediately came to the surface. All 
this made it more difficult to pursue a common policy in 
material and technical supply and had a detrimental ef¬ 
fect on the provision of raw materials, fuel and other 
materials to enterprises. By the decision of the SEC Pre¬ 
sidium of September 6, 1920, the SEC Council for Supply 
and Distribution became the co-ordinating centre. This 
body was to organise the supply of raw and other mate¬ 
rials, and fuel to all branches of industry and perform 
distribution and co-ordination functions. The Council con- 
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sisted of fifteen representatives from various departments, 
its day-to-day work being carried out by a bureau of four 
persons. 

In its practical activities, the Council relied on the sup¬ 
ply and distribution departments set up under the SEC 
regional industrial bureaus and gubernia economic coun¬ 
cils. These bodies were charged with the organisation of 
material and technical supply within the area of activity 
of the SEC regional industrial bureau. They took stock 
of materials, finished industrial products and factory 
equipment in the region and controlled their movements 
within the region, took account of the requirements of 
plants and factories under the jurisdiction of the SEC 
regional industrial bureau for raw and other materials, 
and machine-tools, and co-ordinated supply plans with 
the production programmes of industrial enterprises. They 
also studied and approved of orders for raw materials 
and equipment from industrial enterprises, supervised the 
use of allocated supplies and drew up regional plans for 
supply and distribution. After these plans were approved 
in the SEC regional industrial bureau, they had to be 
finally ratified in the SEC Council for Supply and Distri¬ 
bution. Regional supply and distribution departments in¬ 
cluded representatives of regional production commis¬ 
sions, while the directing collectives of the latter included 
commissioners from the former. 

For the organisation of material and technical supply, 
gubernia conferences on supply were set up within guber¬ 
nia economic councils. These were made up of represen¬ 
tatives from enterprises of local and republican signifi¬ 
cance situated within the given gubernia. The main task 
of these conferences was to organise the supply of raw and 
other materials and equipment to the enterprises of the 
gubernia, taking account of local conditions and the state 
of affairs in these enterprises. 

At the beginning of 1921 the system of material and 
technical supply was further reorganised: specialisation by 
branches was introduced. The distribution of consumer 
goods was dealt with by the People’s Commissariat for 


Foodstuffs, while articles intended for industrial consump¬ 
tion were distributed by the SEC Council for Supply and 
Distribution. The existence of these two specialised supply 
centres necessitated centralised co-ordination of their ac¬ 
tivities, and so, by the Government’s decision of March 17, 
1921, a general Planning Commission was established 
under the Council of Labour and Defence (CLD). In turn, 
the SEC Council for Supply and Distribution was trans¬ 
formed into the SEC Supply Department. 

The major precondition for ensuring material and 
technical supply of industry in the difficult conditions of 
the Civil War and foreign intervention was the strictest 
possible accounting and control. Guided by Lenin’s in¬ 
struction on the role of accounting and control in the 
building of socialism, the SEC supply apparatus, from the 
very first days of its existence carried out considerable 
work to take stocks of metals, raw materials for the light 
industry, timber, and so on. 

Determined efforts were made to combat unauthorised 
requisitioning and confiscation of raw materials and fuel 
by local Soviets and economic councils and, at the same 
time, the SEC exercised strict control so that raw and 
other materials did not fall into private hands, let alone 
transferred abroad. To this end an inspection apparatus 
was set up and several orders were issued to this effect. 

In order to exercise the strictest accounting and centra¬ 
lisation of distribution of fuel and raw material resources 
and factory equipment, the SEC took all warehouses un¬ 
der its control. In February 1919, a Transport and Ma¬ 
terial Department was set up within the SEC economic 
apparatus and local transport and material departments 
established under gubernia economic council to co-ordin¬ 
ate this work. These departments were in charge of all 
stores and warehouses, the transportation of freight and 
so on. 

Material and technical supply was closely linked with 
the procurement of raw materials. The exhaustion of old 
slocks and a sharp decrease in the extraction of raw ma¬ 
terials made the raw material problem considerably more 














acute, and it was not by chance that the procurement of 
raw materials interested Lenin constantly. 

Factory committees relied on their own efforts in pro¬ 
curements. In 1918, for example, factories obtained 25 to 
30 per cent of the flax harvest independently, with the 
help of their commissioners. However, this practice con¬ 
tradicted the Soviet Government’s policy of centralising 
the management of industry. Under these conditions, the 
main task of the SEC was to create a specialised procu¬ 
rement apparatus and to put it to work. In practice, how¬ 
ever, this problem was solved against the background of 
constant devaluations of money, sabotage by private pro¬ 
curement agents and a rapidly changing military situa¬ 
tion. Moreover, the staff of the SEC procurement appa¬ 
ratus, as a rule, had no experience of this work. So, at 
lirst, the SEC relied on a number of private firms. 

For example, the agreement of July 9, 1918 between 
the Central Textile Board and the Russian Wool Asso¬ 
ciation is well known. The SEC granted this Association 
a 300-million ruble credit to carry on economic opera¬ 
tions. Private firms, behind the screen of talk about “a 
desire to work for the national industry”, in fact tried to 
bind the Soviet Government with agreements profitable 
for themselves. Under the pretence of financing procure¬ 
ment of agricultural produce, they transferred money to 
those areas of the country seized by the counter-revolu¬ 
tionaries. In February 1919, the Russian Wool Associa¬ 
tion transferred 2.3 million rubles to areas which were 
in the hands of the White Guards, and only 150,000 rubles 
to those under Soviet Government’s control. So as early 
as the first half of 1919, the Soviet Government began to 
avoid co-operating with private firms and work actively to 
nationalise these firms. The Russian Wool Association was 
also nationalised that year. 

In setting up its own procurement apparatus, the SEC 
strove to bring it as close as posible to sources of raw mate¬ 
rials, particularly those of leather, textiles and tobacco. 
The Chief Administration for the Leather Industry creat¬ 
ed a ramified network of buying-up stations in all guber¬ 


nias and uyezds and these were situated in markets, ba¬ 
zaars and other places where the agricultural population 
was traditionally concentrated. The SEC often sent its 
own representatives to procurement areas. In the autumn 
of 1919, the Central Textile Board called on all workers’ 
collectives, factory and group boards “to select the best 
and most experienced persons from their ranks and send 
them out after raw materials”. 

The procurement apparatus of producers’ and consum¬ 
ers’ co-operatives was used, its share in agricultural raw 
material procurements being about 20 per cent. The pro¬ 
curement of furs was concentrated entirely in Centrosoyus 
(Central Union of Consumer Societies). 

State control over the procurement of agricultural raw 
materials and other products of animal or vegetable ori¬ 
gin was of great practical significance. The dependence 
of state industry on private capital decreased and the 
prohibition on private trading put an end to speculation. 
A virtual state monopoly was introduced in the country, 
and this made possible the concentration of raw materials 
in the hands of state procurement agencies and their dis¬ 
tribution among the separate branches of the economy in 
a planned way. 

One important aspect of the state’s efforts to procure 
agricultural raw materials was the policy of fixed prices. 
In August 1918, prices were fixed on flax, leather and oil 
seeds. With money falling in value every day, this did 
not stimulate procurements, and so agricultural produce 
was obtained on the basis of commodity exchange. The 
SEC, in conjunction with the People’s Commissariat for 
Foodstuff, allocated a commodity exchange fund for this 
purpose. 

However, the beginning of the Civil War, the state’s 
limited material resources, the infancy of the procure¬ 
ment apparatus and a number of other factors made it 
impossible to make procurements on the basis of commo¬ 
dity exchange. From 1919 onwards, procurement was 
based on the requisition principle. The CEC Resolution 
'On the Procurement of Raw Materials” adopted at the 



















beginning of 1920, stressed that raw materials should be 
procured at fixed prices, on the principle of surplus ap¬ 
propriation, and that this should apply to the procure¬ 
ment of all sorts of raw materials. In order to stimulate 
the expansion of procurements, bonuses were introduced 
which were made either in kind or in cash. 

One important task in ensuring regular supplies of ma¬ 
terials and machinery was to establish new principles for 
the distribution of raw and other materials fuel and fact¬ 
ory equipment. The establishment of state ownership of 
the means of production created the necessary conditions 
for a planned distribution of material resources. In the 
difficult conditions of the Civil War and foreign inter¬ 
vention, and the very limited material resources, however, 
the Soviet Government could not organise planned distri¬ 
bution of resources, and so a so-called permit system was 
introduced. 

This system was specific in that not a single governmen¬ 
tal or economic subdivision could obtain raw or other 
materials or monetary resources unless it had permission 
from the corresponding SEC production department, chief 
committee or central administration. On July 2, 1918, for 
example, the Central Textile Board (CTB) adopted a reso¬ 
lution on the transfer to its Supply Department of all 
stocks of cotton in the territory of the RSFSR and, at the 
same time, instructed all organisations that they should 
only hand over cotton by order of the CTB Supply 
Department. Similar orders were issued by other chief 
committees and central administrations. Gradually, how¬ 
ever, the permit system began to give way to planned sup¬ 
ply. At the end of 1919, almost all industries had gone 
over to planning supply. 

The first plans were extremely primitive and, in most 
cases, merely determined the procedure for the allocation 
of raw materials and fuel; established the degree to which 
the stated requirements were satisfied; pointed out con¬ 
crete forms of relations between supply agencies and con¬ 
sumers. Such plans were drawn up every quarter and 
ratified at consumers’ congresses and conferences. 
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An essential condition for the supply plans to be ap¬ 
proved and the necessary funds allocated was a produc¬ 
tion programme. In addition, account was taken of the 
importance of the industry and of the individual enter¬ 
prise for the economy as a whole. Enterprises working on 
defence, serving railway transportation or supplying cities 
with water and electricity, key plants and factories were 
singled out into a special group. In 1920, considering the 
special significance of the Pctrograd, Moscow and Iva¬ 
novo Voznesensk industries, the SEC put them into a spe¬ 
cial supply group. Frequently the functioning of individual 
enterprises was directly dependent on the ability of the 
factory collective to discover and obtain the fuel and 
material resources required. 

The metal industry was of extremely great significance 
for the economy of the young proletarian state and so, 
right from the very first days of its existence, the SEC 
devoted particular attention to the organisation of metal 
supply. During the first few months after the Great Oc¬ 
tober Socialist Revolution, before the SEC economic ap¬ 
paratus had set up its own distribution network for metal 
supply, the technical apparatus of the Chief Administra¬ 
tion for Accounting and Distribution of Metal (Ramcsko) 
was used, along the former Prodasmet and Krovlya metal 
syndicates. A state monopoly on metal was introduced. 
To put the distribution of metal under control, on July 17, 
1918, a subdepartment for accounting, distribution and 
sale of heavy ores and metal (Prodamet) was set up on 
the basis of the metal-working industry section, the SEC 
Metal Department and Ramesko. Prodasmet was entrust¬ 
ed with all functions connected with the organisation of 
metal supply, and a local apparatus consisting of com¬ 
missions, departments or sections on accounting, storage 
and distribution of metal was created for the fulfilment 
of these tasks. 

The most industrially developed regions were isolated 
into independent metal supply areas and here, depending 
on local conditions, district metal administrations or 
agencies were set up which, within the district they con- 
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trolled, directly managed stocks of metal products of all 
nationalised enterprises. An important role in the organi¬ 
sation of metal supply was played by the SEC Resolu¬ 
tion ol November 13, 1918, which noted that all metal 
and metal products in warehouses were to become the 
property of the Soviet Republic. On the basis of this re¬ 
solution, Prodasmet sealed numerous warehouses and 
took stock ol 70 to 80 per cent of all stocks of metal. These 
measures made Prodasmet virtually the only distributor 
of metal and metal products in the country. At the same 
time, the first steps were taken towards developing meth¬ 
ods for a planned distribution of metal. 

Whereas, at the beginning, Prodasmet allocated metal 
according to the permit system, by the autumn of 1918, 
distribution was according to plan. In November 1918, 
the SEC Presidium ratified the first plan for metal supply, 
for a three-month period. The second plan was approved 
on February 17, 1919. The next plans were drawn up 
with a break-down into two periods: from April to June 
and from July to December. Metal supply plans were 
drawn up on the basis of metal requirements stated in 
orders which were compiled in accordance with produc¬ 
tion programmes worked out by gubernia economic coun¬ 
cils. The SEC introduced strict distribution quotas for 
metal, which, along with metal products, was allocated at 
fixed prices. 

Although Prodasmet was the main centre for the dis¬ 
tribution of metal, in the second half of 1919 the signifi¬ 
cance of local economic councils in metal supply increas¬ 
ed. This was because, as a result of nationalisation, the 
number of state enterprises had risen and the scale of 
supply operations had expanded. In these conditions, 
Prodasmet was not always able to fulfill its duties and, at 
the end ol 1919, local economic councils were distribut¬ 
ing about 60 per cent of all metal. Prodasmet concentrat¬ 
ed its activities on supplying enterprises and large amal¬ 
gamations. 

The extension of the activities of local economic coun¬ 
cils in metal supply led, at the beginning of 1920, to the 


Interdepartmental Commission on Distribution of Metal 
being set up under the SEC Council for Supply and Dis¬ 
tribution. This body regulated the economic relations be¬ 
tween local economic councils and Prodasmet on questions 
of metal supply. 

After the October Revolution, one of the major pro¬ 
blems was that of fuel. The Soviet Government solved 
this problem in the following way: first, all available fuel 
stocks were registered; second, measures were taken to 
increase the extraction and production of fuels; and, 
third, available fuel was distributed according to strict 
quotas. 

In order to solve all these problems, a Fuel Depart¬ 
ment was set up within the SEC economic apparatus and 
specialised chief committees were also established. These 
simultaneously served as bodies for regulating industrial 
production. 

The temporary loss of the oil and coal-mining regions 
meant that timber played an increased role as fuel. In 
the Government’s Decree ol July 19, 1918, the Chief 
Committee for the Timber Industry was called “the high¬ 
est authority regulating and organising the forestry and 
timber-processing industry within the RSFSR”. Urgent 
measures were taken to increase the supplies of firewood. 
A “Board of Three” was established, whose personnel 
were exempt from military service. Armed detachments 
were used to guard firewood and timber in timber-pro¬ 
ducing areas. Directly subordinate to the “Board of 
Three”, these detachments fought actively against all who 
hid firewood and timber from the distribution authorities 
of the Soviet Government. Any anti-Soviet sabotage was 
nipped in the bud. 

The SEC Presidium’s instructions explained that “if 
gubernia forestry committees (as gubernia authorities) 
prove incapable of procuring timber independently, the 
blocks of forest must be handed over for development by 
workers’ collectives from the railways, industrial enter¬ 
prises, co-operative organisations and also persons who 
might be of assistance in this matter. All procurement 
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workers, regardless of the agency to which they belong, 
must work under the control of the local forestry board”. 

In spite of the measures taken by the Soviet Govern¬ 
ment to overcome the fuel shortage, this remained an ex¬ 
tremely acute problem, and so the centralisation of the 
management and regulation of the fuel industry was even 
further increased. In December 1918, the SEC Presidium 
took a decision to concentrate the distribution of fuel in 
the hands of a single authority—the Chief Administra¬ 
tion for 1-uel (CAF). At the same time, gubernia fuel 
departments were set up, with the necessary functional 
and branch subdepartments. 

With the formation of the CAF, the branch fuel chief 
committees began to deal with more general questions 
of the organisation of production management, and their 
rights in the sphere of fuel distribution were limited. In 
the spring of 1919, a special commission was set up wit¬ 
hin the SEC to deal with the fuel problem, which was 
always at the centre of attention of the Soviet Govern¬ 
ment. 

An important task in the young Soviet state was to 
supply industry with the necessary equipment. The prole- 
tai ian state inherited a dislocated economy and under¬ 
developed engineering from tsarist Russia. Moreover, 
during the First World War, the import of machinery 
fell sharply and ceased altogether after the October Re¬ 
volution. Sabotage by the former owners of enterprises 
and the barbarous behaviour of the White Guards led 

to the destruction of machine-tools, machines and other 
equipment. 

The SEC undertook a truly gigantic work to create at 
least a small stock of necessary equipment. First, machi¬ 
ne-tools and engines that still servived from the pre-re- 
volutionary period were taken over by the SEC. Second, 
the equipment of enterprises which had been evacuated 
duiing the hirst World War was sought out and returned 
where it belonged. Third, for lack of raw materials 
and fuel, some enterprises stopped production and this 
helped form a certain reserve of equipment. Finally, 
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some machine-tools and engines were still in private 

In 1918, an industrial census was taken from which 
the SEC obtained the information it needed about the 
existing equipment. 

During the first years of the Soviet state, industrial 
enterprises were supplied with the necessary equipment 
mainly through distribution and redistribution of existing 
equipment. A definite role was played in solving this pro¬ 
blem by the evacuation of equipment from areas of milit¬ 
ary operations. The SEC production commission develop¬ 
ed a plan for such redistribution, and equipment was al¬ 
located in the first instance to key enterprises. 

All these measures could not, of course, fully solve the 
problem of supplying industrial enterprises with produc¬ 
tion equipment, but they helped make the problem some¬ 
what less acute and organise the work of industry in the 
difficult conditions of the Civil War and foreign inter¬ 
vention. 

The task providing the necessary materials and ma¬ 
chinery was complicated still further by the poor condi¬ 
tion of approach routes and the low capacity of the rail¬ 
ways. Water transport was also disrupted and was short 
of fuel, while motor transport did not suffice. It was not 
always possible to transport even that raw materials and 
fuel which had been procured. 

The SEC devoted considerable attention to transport. 
Rolling stock and railway repairs and production of new 
engines and wagons were started. Enterprises fulfilling 
orders from the People’s Commissariat for Communica¬ 
tions were in the priority group. 

Taking account of the difficulties experienced by trans¬ 
port and its special role in the rehabilitation of the econ¬ 
omy, the Soviet Government centralised the management 
and regulation of all traffic to the maximum. A special 
authority was set up within the SEC to deal with trans¬ 
portation problems. As a result, a considerable propor¬ 
tions of freight was dispatched on the orders of Chief 
Committees directly from Moscow. 


















In February 1920, by decision of the SEC Presidium, 
an Administration of State Transport Enterprises, given 
the status of an independent chief committee, was set up 
to manage transport enterprises. Moreover, special dis¬ 
patch offices were established. 

During the Civil War, railway transport was under 
the People’s Commissariat for Communications, while 
motor transport and cartage were controlled by the SEC. 
In the spring of 1919, in order to co-ordinate the opera¬ 
tions of all subdepartments dealing with transportation, 
a Supreme Transport Conference on Railway Transpor¬ 
tation was set up on the initiative of the SEC with the 
participation of representatives from the Revolutionary 
Military Council of the Republic, the SEC, the People’s 
Commissariat for Communications and the People’s Com¬ 
missariat for Foodstuffs (PCF). This body discussed trans¬ 
portation policy, issued instructions on the drawing-up of 
transport plans, supervised the extraordinary commission 
in charge of rolling-stock repairs. At the same time, a 
central commission was set up to deal with water trans¬ 
port. 

A Central Auto-Section was set up within the SEC to 
organise motor transportation and supervise all the motor 
operations, and local departments were organised under 
gubernia economic councils. The sections received all the 
materials and equipment they required according to esti¬ 
mates that had been duly compiled and approved. Mos¬ 
cow was an exception, since the motor transport was 
supplied with fuel and lubricants by the Moscow City 
Soviet. 

Thus, during the years of the Civil War and foreign 
inter vention, a strictly centralised system for managing 
and regulating material and technical supply took shape. 
At the same time, concrete measures were taken to in¬ 
crease the role played by local economic agencies in solv¬ 
ing supply problems. At the end of 1920, the Eighth All- 
Russia Congress of Soviets took the decision to institute 
a fund for material and technical supply under local eco¬ 
nomic councils. The Congress noted in its decision that it 
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was necessary to give the gubernia economic councils the 
opportunity to display a greater degree of initiative and 
independence in developing industry in order to cut down 
on red-tape and avoid break-downs in supplies to indus¬ 
trial enterprises and institutions. 

In the subsequent period, particularly during the years 
of the New Economic Policy, local economic authorities 
received even greater independence in supplying enter¬ 
prises with the necessary raw and other materials and 
equipment. 











Chapter III 


The Transition to NEP 
and the Change in the System 
of Management for State Industry 
( 1921 — 1930 ) 


1. The Change in the Organisational Structure 
of Industry Management 

After the Civil War came to an end, there was a real 
possibility for the proletarian state to go over to peaceful 
economic construction. The four-year war had resulted 
in enormous material losses and serious disruption of 
economic links throughout the whole national economy. 
The gross product for all industry in 1921 was only 31 
per cent of the 1913 level, while the output of large-scale 
industry was only 21 per cent, freight turnover of the 
railways, 22 per cent, the gross product in agriculture, 
60 per cent. Also, coal-mining had dropped from 29.2 
million tons to 8.7 million tons, i.e., to less than a third; 
the pig iron smelting from 4.2 million tons to 190,000 
tons, i.e., to a twenty-third of the former level; oil extrac¬ 
tion from 10.3 million to 3.9 million tons, i.e., by nearly 
two-thirds. 1 

While, in 1913 metal-cutting machine-tools in Rus¬ 
sian industry numbered 1,800, in 1921 virtually all these 
machine-tools had been put out of operation. The major¬ 
ity of factories and plants had either been destroyed or 
stood idle. The number of workers had halved, most of 
them being compelled to get by on handicraft work or 
casual jobs. People were “compelled ... to flee from star¬ 
vation. The workers have simply abandoned their facto- 


1 The National Economy of the USSR, 1922-1972, Moscow, 1972, 
p. 50; History of the CPSU, Vol. 4, Book 1, 1970, p. 11 (both in 
Russian). 


ries; they have had to settle down in the country and 
have ceased to be workers’ . l Describing the economic 
situation in the country at the Tenth Party Congress, 
Lenin noted that “Russia emerged from the war in a state 
that can almost be likened to that of a man beaten to 
within an inch of his life; the beating had gone on foi 
several years, and it’s a mercy she can hobble about on 
crutches! That is the situation we are in!” 2 

The Soviet state was faced with the task of restoring 
the ruined economy as fast as possible and setting about 
the direct building of socialism. However, this was im¬ 
possible on the basis of the economic policy that had been 
pursued during the years of War Communism, and its 
further retention would have undermined the political 
alliance of the working class and the toiling peasantry. 

The Tenth Party Congress held in March 1921 defined 
the basic ways of solving these problems. The Congress 
took place at a time when the economy was in a state of 
ruin and this evoked dissatisfaction not only among 
a large proportion of the peasantry, but also among 
the workers. The peasants were dissatisfied with War 
Communism policy and demanded that the requisitioning 
of foodstuffs be abolished. Some of the workers left for 
the villages, became dispersed and declassed. 

The military and political form of alliance between the 
working class and peasantry of the War Communism 
period had become obsolete. This policy had been neces¬ 
sitated by the objective economic and political conditions 
of development of the young Soviet state. In setting about 
the peaceful building of socialism, the economic relations 
between large-scale socialist industry and the small-com¬ 
modity village producers had to be changed fundament¬ 
ally to make them correspond to the economic tasks of 
building socialism. 

In this connection, the resolution adopted by the Tenth 
Party Congress after Lenin’s report stated that “in order 

1 V. I. Lenin, Collected Works, Vol. 32, p. 199. 

2 Ibid., p. 224. 
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that the economy might be run correctly and smoothly, 
with the peasant having the right to dispose of his own 
economic resources more freely, to strengthen the peasant 
economy and increase its productivity and also in order 
to establish exactly the obligations to be imposed on the 
peasant, requisitioning as a method of state procurement 
of foodstuffs, raw materials and fodder is to be replaced 
by tax in-kind.' 1 Another important aspect of the new 
policy was that the peasants were allowed to trade locally 
once they had paid their taxes. 2 In this way, a form of 
alliance between the working class and the peasantry was 
found which ensured the consolidation of the dictatorship 
of the proletariat in a small-commodity peasant country 
and the restoration of agriculture and large-scale industry. 

Simultaneously, a fundamental change was envisaged 
in the existing management system and methods in in¬ 
dustry. With the transition to the New Economic Policy 
(NEP), economic methods of regulating industrial pro¬ 
duction on the basis of commodity-money categories (mo- 
ney, prices, credit, profit and so on) acquired an impor¬ 
tant role. 

State enterprises and amalgamations adopted a cost¬ 
accounting system. The economic mechanism became more 
flexible. This transition necessitated a fundamental re¬ 
construction of the SEC organisational structure and its 
local economic agencies. Production and supplies-and- 
sales amalgamations (trusts and syndicates) were formed, 
and individual industrial enterprises were brought under 
the jurisdiction of the local economic councils. The change 
in economic conditions did not, however, affect the prin¬ 
cipal tasks facing the SEC, which still remained the cen¬ 
tral authority of industry management. Those of its or¬ 
ganisational components which had no direct relation to 
the management of industry, such as the Committee for 


1 1 he CPSU in the Resolutions and Decisions of Its Congresses, 
Conferences and Plenary Sessions of Its Central Committee, Vol 2 
1970, p. 256 (in Russian). 

2 See ibid., p. 257. 
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Foreign Trade and the Chief Land Committee, were abol¬ 
ished! All milling and hulling enterprises were put under 
the jurisdiction of the People's Commissariat for Food¬ 
stuffs and the Chief Administration of the Milling In¬ 
dustry under the SEC was abolished. Another important 
measure was the elimination of many of the SEC’s chief 
administrations that had been set up by the Ninth Party 
Congress. 

As emphasised in the resolution of the Ninth Party 
Congress, “the organisational task consists in retaining and 
developing vertical centralism through the chief commit¬ 
tees and combining it with horizontal joint subordination 
of enterprises by economic regions, where enterprises of 
different industries and different economic significance 
are compelled to draw on the same sources of raw materi¬ 
als, transportation facilities, labour and the like’ - . 1 In ac¬ 
cordance with this decision, sixteen chief administrations 
were organised on the basis of the 71 chief committees 
and central administrations that had existed under War 
Communism. However, because of the wide-spread forma¬ 
tion of trusts and syndicates in industry and the intro¬ 
duction of cost-accounting many chief committees ceased 
to be effective supervisory bodies and, moreover, they 
continued to use the old methods, which conllicted with 
the new conditions. So, in February 1922, the SEC Presi¬ 
dium adopted a decision to cut down the number of chief 
administrations further still, leaving only those in charge 
of the metal, power generating and war industries. 

The production branch principle on which the SEC 
central apparatus was built was replaced by one of func¬ 
tion, the role of planning in industry was increased, and 
supplies and sales were dealt with by special bodies. The 
SEC central apparatus now consisted of functional de¬ 
partments and administrations, chief committees, com¬ 
missions and so on. A Central Economic Administration 
(CEA), a Central Production Administration (CPA), a 


1 7he Decisions of the Party and the Government on Economic 
Issues, Vol. 1, p. 165 (in Russian). 
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Central Finance and Credit Administration (CFCA) and 
a Centralised Supply Administration (CSA) were set up. 

The policy of increasing the role of planning led to the 
establishment of branch planning agencies, such as one 
for the planning of industrial production and another for 
planning fuel supplies. The wide-spread application of 
commodity-money relations and the adoption of the cost¬ 
accounting principles by enterprises engendered the ne¬ 
cessity for closer co-operation between the CEA and the 
CPA in studying production programmes, finance and 
ciedit problems and other organisational questions. At 
the beginning of 1923, a Central Industrial and Econom¬ 
ic Administration was set up on the basis of these bodies. 
The most important issues were considered by the SEC 
Industrial and Economic Council. Moreover, standing 
commissions or conferences, such as the Commission for 
Laige-Scale Industry, the Central Production Commis¬ 
sion and so on, were operating within the central ap¬ 
paratus. 

The change in the organisational structure of state in¬ 
dustry management took place in a period of important 
socio-economic transformation. In December 1922. at the 
First All-Union Congress of Soviets, the Union of Soviet 
Socialist Republics (USSR) was formed from republics 
which enjoyed equal rights within the Union. The RSFSR 
Supreme Economic Council could no longer fulfill the 
functions of the highest managerial authority for state in¬ 
dustry. With the formation of the USSR, all industry was 
divided up into all-Union, republican and local, and so 
the need arose for creating corresponding all-Union and 
republican bodies to manage industry. Moreover, to im¬ 
plement a single economic and technical policy through¬ 
out industry, a co-ordinating centre was needed and the 
Supreme Economic Council of the USSR took over this 
role. 

The rights and duties of USSR Supreme Economic 
Council were defined by the Statute of the Central Ex¬ 
ecutive Committee of the USSR “On the Supreme Eco¬ 
nomic Council of the USSR” of November 12, 1923 
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which emphasised that the SEC was to regulate direction 
and management of industry. The regulation function ap¬ 
plied to all industry (all-Union, republican, local, state, 
co-operative and private), while overall direction appli¬ 
ed to republican or local industry. The SEC was to ma¬ 
nage directly that part of industry which came under the 
jurisdiction of the central state authorities. Being a plan¬ 
ning and regulating authority, the SEC issued instructions 
and resolutions, compiled an overall production plan and 
budget for all industry and presented all this material to 
the State Planning Committee for approval by the Coun¬ 
cil of Labour and Defence. 

The tasks and functions of the SEC of the USSR also 
determined its organisational structure, which differed 
fundamentally from that of the SEC of the RSFSR. Wi¬ 
thin the all-Union SEC, a Chief Economic Administration 
(CEA) was set up to deed with overall direction and re¬ 
gulation of industry, and a Central Administration for 
State Industry, to manage directly industrial and trade 
institutions and enterprises of an all-Union significance. 

In February 1924, the Presidium of the SEC of the 
USSR ratified the statute of these administrations. The 
duties of the Chief Economic Administration included 
dealing with questions of industrial policy, the organisa¬ 
tion of production and sales, financing, accounting and 
reporting, the drawing-up of projects in the industrial 
sphere, overall supervision of the development of state 
industry (with the exception of that which came under 
the jurisdiction of the Central Administration for State 
Industry) and co-operative private enterprises, and over¬ 
all guidance of republican industry. It was to draw up a 
single production plan (long-term and current) and the 
USSR budget, and to supervise the fulfilment of the ap¬ 
proved plans; find solutions to problems concerning the 
building and location of new enterprises or amalgama¬ 
tions, and to start keeping industrial statistics, etc. The 
CEA apparatus was made up of functional and branch 
departments, for instance, in charge of industry, construc¬ 
tion and fuel supplies. 




















The duties of the Central Administration for State In¬ 
dustry were as follows: the management of trusts and 
industrial and trading enterprises of all-Union signifi¬ 
cance; the implementation of the resolution of the SEC 
(USSR) Presidium on the opening or closure of enterpri¬ 
ses. It also regulated and controlled the production and 
economic activities of industrial, trading and concession 
enterprises. Appropriate functional and branch depart¬ 
ments were also set up to fulfil these functions. An im¬ 
portant operational agency was the directorate, which 
regulated the economic activities of all-Union trusts. Each 
bianch of industry was headed by a senior (chief) director, 
to whom the directors of groups of trusts, grouped on a 
production basis, were subordinated. The director at the 
head of such a group bore full responsibility for produc¬ 
tion organisation in these trusts. A body of senior direct¬ 
ors was called the directorate, and it had its own central 
and peripheral apparatus. 

As the economy was restored, however, economic tasks 
arose which necessitated new components to be set up 
within the economic apparatus. For example, there was a 
shortage of the agricultural raw materials needed for suc¬ 
cessful rehabilitation and further development of indus¬ 
try and so, along with the Chief Cotton Committee, which 
was subordinate to the SEC (USSR) Presidium, in June 
1924, a Standing Conference on Industrial Raw Materials 
was set up under the Chief Economic Administration. 

Complete restoration of the national economy, and the 
industrialisation tasks required concentration and mobili¬ 
sation of all efforts and resources towards the develop¬ 
ment of industry. To this end, in March 1925, a Special 
Conference on the Restoration and Expansion of Fixed 
Capital in State Industry (SCREFC) was created, the 
main task of which was to study the technical and eco¬ 
nomic position in industry and to draw up long-term 
plans. To co-ordinate the budgets of Union and republi¬ 
can industry, a Standing Budget Conference and a Com¬ 
mission for the Credit Plans of Industry, with sub-com¬ 
missions by branches of industry (textile, metallurgy and so 
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on) were set up under the Industrial Planning Department. 
To raise labour productivity and improve the quality of 
output, a Special Conference on Quality and a Standing- 
Conference on Labour Productivity were set up. 

An important role was played in the development of 
industry and further improvement of management by the 
resolution of the 14th Party Conference “On the Metal 
Industry”, by the resolution of the Third Congress of So¬ 
viets of the USSR “On the Report on the Position of the 
industry of the USSR” and the resolution of the 14th Par¬ 
ty Congress based on the report of the Central Committee. 

The structure of the Union SEC and republican eco¬ 
nomic councils was efficient as long as it was necessary 
to restore factories and plants and put hundreds of enter¬ 
prises and trusts into operation on the basis of annual 
plans for the development of industry. In order that cur¬ 
rent and long-term tasks of socialist construction might be 
solved on a complex basis the organisational structure of 
the economic apparatus had to be changed. 

On April 20, 1926, the Chairman of the Union SEC, 
F. E. Dzerzhinsky wrote in a memorandum to the USSR 
Council of People’s Commissars about the fact that, along 
with the task of managing and improving the work of 
enterprises already in operation, a new task was to estab¬ 
lish new enterprises, according to plan, and modernise 
existing ones, in order to provide a sufficient base for the 
socialist transformation of the country. This required the 
elaboration of long-term industrial plans for a period of 
many years and their close co-ordination with economic 
activity. Planning went beyond the bounds of directing- 
activities of enterprises throughout the year and was or¬ 
ganically linked to the prospects of future socialist con¬ 
struction. What was needed was not some agency being 
set up within the SEC to study planning; it was actually 
necessary to imbue all branches of industry with the spirit 
of long-term planning and to go over to drawing up long¬ 
term plans. 

An independent Planning Administration was set up 
within the SEC of the USSR to deal with the planning of 

















industry. This body was based on the Industrial Planning 
Department and the SCREFC. The Central Administra¬ 
tion for State Industry and the directorates, the Industrial 
and Economic Council and a number of other bodies were 
abolished. For the planning and day-to-day guidance of 
individual industries, chief administrations were set up 
and. along with the existing ones (in charge of metal, 
electricity, etc.), new ones were added to direct the textile 
and chemical industries, etc. 

The new chief committees directed whole branches of 
industry. Branch administrations were formed within the 
SEC economic apparatus, but, after a certain time, due 
to the growing role of planning, a further reorganisation 
of the Union SEC took place. Apart from the Presidium, 
a Plenary Board was also created. At the beginning of 
1927, the Planning Administration and the Chief Eco¬ 
nomic Administration were merged into a Planning and 
Economic Administration. This reorganisation was in¬ 
tended not only to ensure long-term and current planning- 
on the scale of the industrial branch, but also to improve 
the organisation of day-to-day management. At the same 
time, foundations were laid lor a further improvement in 
the industry management system. 

1 he First SEC Plenary Board Session in February 1927 
worked out theses on the industry management system. 

1 he main principle on which the management system was 
to be improved was centralisation of planning and decen¬ 
tralisation of day-to-day supervision over the fulfilment 
of these plans. 

The reorganisation of the central SEC apparatus led 
to similar changes in the organisational structure of the 
Supreme Economic Councils in the Union republics, for 
the latter depended on the former. In December 1923, the 
Presidium of the SEC RSFSR approved the draft of a Sta¬ 
tute of the SEC of a Union republic, which, after discus¬ 
sion among representatives from the other republics, was 
taken as the basis for the Statute. It was noted at the time 
that each republic had its own special features which had 
to be taken into account. 
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The main task of the republican economic council was 
to organise the management of enterprises of republican 
significance. The economic council was to give its own 
assessment of the plans and estimates lor enterprises ot 
all-Union significance situated within the republic, su¬ 
pervise the activites of co-operative and private industry, 
draw up production plans and budgets for republican in¬ 
dustry and carry out financing and crediting of this in¬ 
dustry. It also had to consider the question of leasing out 
republican enterprises on concession or for rent, deal with 
questions of industrial legislation, issue instructions, rules 
and resolutions and to exercise control over their execu¬ 
tion. Within the limits of its competence, it could convoke 
congresses and conferences on questions of industry and 
trade. 

The SEC Presidium of a Union republic was appointed 
by the republic’s Central Executive Committee. The main 
bodies of the republican economic councils were the Ad¬ 
ministration for State Industry (ASI) and an Economic 
Administration (EA), under which an Industrial Plan¬ 
ning Commission (IPC), the Administration for All-Union 
Enterprises and the Managing Department were set up. 
Divisions that were not envisaged in the general Statute 
to take account of the specific features were created in 
individual republican economic councils. For example, 
RSFSR Supreme Economic Council had a special Admin¬ 
istration for Local Industry, since 68 per cent of the out¬ 
put of this Economic Council was produced by local in¬ 
dustry. In their practical activities, the republican eco¬ 
nomic Councils made use of a ramified apparatus of local 
agencies. 

The regional industrial bureau directed industry within 
the territory of a given region, and within that territory 
the bureau had the rights of the Presidium of a republi¬ 
can economic council. The organisational structure of 
regional industrial bureau corresponded to that of the 
republican SEC and the chairman of the industrial bureau 
was appointed by the Presidium of the SEC. 

Within the autonomous republics there were central 












economic councils that carried out their economic activi¬ 
ties through the corresponding industrial bureau. Guber¬ 
nia economic councils continued to play a certain role in 
the organisation of industry management, although their 
significance in this system decreased markedly with the 
transition to NEP. 

During the Civil War, the gubernia economic council 
was the directing body for state industry and the regulat- 
ing apparatus of small and handicraft production, and 
since nearly all local industry was nationalised, the func¬ 
tions of these councils consisted in directing that industry. 
With the transition to NEP, when trusts "and individual 
large entei prises received a certain degree of economic 
independence, the necessity arose of adjusting their re¬ 
lations with gubernia economic councils appropriately. 

After the formation of the USSR and the division of 
industry into all-Union, republican and local, on July 8, 
1924, the Central Executive Committee and the Council 
of People’s Commissars of the RSFSR adopted the Sta¬ 
tute of the gubernia economic council, which was declar¬ 
ed to be an agency with dual subordination: on the one 
hand, it was an agency of the SEC (or of the industrial 
bureau), and on the other, a department of the gubernia 
executive committee. Its board and chairman were ap¬ 
pointed by the gubernia executive committee, but were 
approved by the SEC or the industrial bureau (depending 
on which of these it was subordinate to). The Statute sti¬ 
pulated that the economic council should guide trusts and 
independent enterprises of local industry, deal with the 
organisation of these trusts and submit their charters to 
the gubernia executive committee for approval. It also 
had to consider production programmes, estimates and 
balance sheets and submit them to the republican econom¬ 
ic council or industrial bureau for approval. It was em¬ 
powered to change production programmes and estimates, 
informing the appropriate higher authories of this (eco¬ 
nomic council, industrial bureau and gubernia executive 
committee). 

In relation to enterprises of all-Union and republican 
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significance, the gubernia economic council had only su¬ 
pervisory powers and was to render them ail possible as¬ 
sistance. It also kept co-operatives and private enterpri¬ 
ses within its territory under observation. The organisa¬ 
tional structure and staffs of these enterprises were de¬ 
termined by the economic council itself, and were then 
approved by the gubernia executive committee and the 
SEC (industrial bureau). 

Then main subdivisions of the gubernia economic coun¬ 
cil were the Economic Administration (EA), the Admi¬ 
nistration for State Industry (ASI) and the Administrat¬ 
ive and Economic Department (AED). Depending on 
local conditions, departments for handicraft and conces¬ 
sion industries were set up. An active role in the work of 
these economic councils was played by trade union bo¬ 
dies. 

It will be noted, however, that the role of the guber¬ 
nia economic councils in the system of industry manage¬ 
ment declined noticeably at the end of the restoration 
period. 

In 1924 and 1925, some of the gubernia economic coun¬ 
cils were merged with the gubernia municipal bodies. 
Although a certain proportion of the gubernia economic 
councils continued to function, they no longer played the 
leading role they had during the first years of the Soviet 
state. This was because fundamental qualitative changes 
had taken place in the national economy by the begin¬ 
ning of the industrial reconstruction period, i.e., branch 
specialisation was extended, division into districts was 
carried out and the centralisation of industry manage¬ 
ment was intensified. At the beginning of the First Five- 
Year Plan, with the division into regions completed and 
the elimination of gubernias as administrative territorial 
units, gubernia economic councils were also abolished. 
During this period the industrial bureaus also ceased to 
exist. These bodies were no longer in keeping with the 
structural changes that had taken place in industry by the 
beginning of industrialisation. 
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2. The Formation of Soviet Trusts 


At the end of 1920, there was a marked tendency tow¬ 
ard consolidation of the production amalgamations that 
had been set up during the Civil War and time of foreign 
intervention, particularly trusts in state industry. 

In the socialist economy of the time, the trust was the 
intermediate link in the centralised management system 
for state industry. The trusts brought together a number 
of enterprises that were similar or complementary in pro¬ 
duction terms. They were set up by decrees issued by the 
Council of People’s Commissars, the Council of Labour 
and Defence, the SEC and so on. Characteristic features 
of the trust were legal independence; economic indepen¬ 
dence within the framework of a plan adopted in accord¬ 
ance with existing laws; and unity of the production pro¬ 
gramme, administration, technical management, financ¬ 
ing and material and technical supply. The trust was not 
a stable form of organisation: it developed and improved, 
adapting to changing conditions and acquiring new fea¬ 
tures. 

The wide-spread formation of trusts in state industry 
at the beginning of the 1920s resulted from: (1) the spe¬ 
cific conditions in which the national economy was being- 
restored; (2) more general factors related to the nature of 
socialist production; (3) nationalisation of industry; (4) 
the impossibility of managing a large number of enter¬ 
prises spread wide over the country from a single centre 
(chief committee, SEC production department and so on) 
even within a single industry; and (5) the need for con¬ 
centrating production, for only large-scale industry can 
serve as the material base for socialism. 

The idea of forming trusts in state industry took root 
during the nationalisation of bourgeois property, but the 
amalgamations that arose from 1918 to 1920 had'to func¬ 
tion in conditions of strict centralised control, budget 
financing and total lack of commodity-money relations. 
Uperating m these unusual economic conditions, trusts 
never acquired the streamlined structure they were ex¬ 
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pected to. Even the first production amalgamations, how¬ 
ever, had such characteristic features of trusts as legal 
independence, unity of the production programme, ad¬ 
ministration, technical management and sometimes ma¬ 
terial and technical supply. 

The transition to NEP gave rise to important additional 
stimuli to trusts being formed in slate industry. Amidst 
vast-scale economic ruin, the economy could only be restor¬ 
ed successfully if agriculture was improved and used as 
a basis for expanding commodity exchange between town 
and country. Soon, however, commodity exchange turned 
into purchase and sale and so the peasants had to be given 
the right to sell their produce freely on the market. When 
petty-commodity production was predominant in the 
country and some state enterprises were leased out, there 
was freedom of enterprise and private-property relations 
were revitalised. The spontaneous market exerted a strong 
influence on the as yet weak state industry. Only laigc- 
scale and well-organised enterprises, of which there were 
but a few, could stand up to market pressure.. The major¬ 
ity of enterprises fared badly or almost badly economic¬ 
ally. To restore industry and the national economy as a 
whole, it became necessary to increase the scale of pro¬ 
duction, and the easiest way to do this was to form trusts. 
As market relations developed rapidly, the planning and 
regulating role of the state had to be increased, and the 
formation of trusts helped in this. 

One more important factor should be taken into ac¬ 
count. During the first few years of NEP, an intensive re¬ 
grouping of enterprises took place and many enterprises 
were temporarily closed. The state spent money on main¬ 
taining them in the necessary condition. By setting up 
trusts which included both operating and non-operating 
enterprises, the state transferred outlays on the mainte¬ 
nance of non-operating factories and plants onto industry. 
This proved an advantageous measure because, first, with 
the state budget deficit, it helped lighten the state’s finan¬ 
cial difficulties, and, second, the trusts had an interest in 
reducing expenditure in their balance-sheets and so did 


o* 


131 























all they could to start these enterprises working. On the 
whole, these measures facilitated the fastest possible resto¬ 
ration of productive forces in industry and furthered the 
formation of more trusts in state industry. 

The formation of trusts in state industry and adoption 
of the cost-accounting system by them deserve special at¬ 
tention. 

Under NEP, cost-accounting was a characteristic fea¬ 
ture of a trust. All enterprises gradually adopted this sys¬ 
tem, without, however, becoming trusts. Moreover, the 
Resolution of the Central Committee of the Communist 
Party '"On the Organisation of the Management of In¬ 
dustry” of December 5, 1929, abolished trusts because of 
the strengthened cost-accounting system of enterprises. It 
would, therefore, mean an underestimation of the object¬ 
ive conditions for the formation of trusts in industry at 
the beginning of the 1920s if one were to connect their 
formation with the introduction of cost-accounting alone. 

Lenin constantly stressed that large-scale industry was 
the only real basis for building a socialist society. Without 
it there could be no question of socialism in general. The 
formation of production amalgamations (trusts) resulted 
directly from the tasks put forward in Lenin’s plan for 
building socialism. A major point of this plan was so¬ 
cialist industrialisation and creation of the material and 
technical base for socialism. 

In the conditions of general economic dislocation, how¬ 
ever, heavy industry could not be restored without con¬ 
crete measures being taken to restore small-scale industry. 
“Our main task is to restore large-scale industry, but in 
order to approach this task at all seriously and systematic¬ 
ally we must restore small industry”. 1 

There is, consequently, a direct connection between the 
formation of trusts in industry and the measures taken 
by the proletarian state to increase concentration of pro¬ 
duction during the first years of NEP. The formation of 
trusts is a specific way of increasing the concentration of 

1 V. I. Lenin, Collected Works, Vol. 32, p. 408. 
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socialist production. It is not by chance that, in the draft 
for the Resolution of the Political Bureau of the Central 
Committee of the Communist Party of May 11, 1921 1 On 
Measures to Accomplish Concentration of Production , 
Lenin suggested turning “attention to the swift implemen¬ 
tation of the plan for closing down the greatest possible 
number of inefficient establishments with the aim of con¬ 
centrating production in a small number of better orga¬ 
nised enterprises”. 1 

With the general policy of industrial development de¬ 
fined it was necessary, on the basis of practical expci ience 
already accumulated, to formulate the principles for this 
concentration, to single out a group of enterprises func¬ 
tioning on state supplies, and to concentrate the main la¬ 
bour and material resources at these enterprises. To this 
end, it was planned to select the best-equipped enterpri¬ 
ses and establish preferential conditions for financing and 
supplying them with material resources. 

In this way, the main task connected with the transi¬ 
tion to NEP was to sever the economic links established 
under War Communism and to raise the level of con¬ 
centration of production. In consequence of the re-group¬ 
ing of enterprises that was just beginning, small and me¬ 
dium-scale industry was put under the conti ol of lcpub- 
lican and gubernia economic councils. The SEC was then 
able to concentrate mainly on economic and technical 
policy and to strengthen its planning and regulating in¬ 
fluence on industry. All this meant that new industrial 
management methods were being introduced, ihese 
methods were developed simultaneously with the prepara¬ 
tion of the final version of the Government’s Document 
“On Implementing the Principles of the New Economic 
Policy”. These problems were dealt with directly by the 

SEC and Gosplan of the USSR. 

Speaking of the need to change management methods 
at the beginning of NEP, Lenin frequently used the term 
“cost accounting” along with “commercial accounting”. 


i V. I, Lenin, Collected Works, Vol. 42, p. 301. 
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With the wide-spread application of commodity-money 
relations and the multi-sectoral economy, giving state en¬ 
terprises extensive economic initiative meant that they 
had to set up their own economic links on a commercial 
basis. 

A study of economic life in the country during the first 
NEP years shows that all state enterprises, the produc¬ 
tion and economic activities of which had, until then, been 
based on estimate financing and state supply, were to 
adopt the principle of self-support and self-reliance. A 
whole series of official documents testify to this. The Re¬ 
solution of the Ninth All-Russia Congress of Soviets, for 
example, stressed that all enterprises taken off the state- 
supply list were to receive the funds they needed by sel¬ 
ling their output on the market. Implementing this reso¬ 
lution, on October 27, 1921, the Council of Labour and De¬ 
fence adopted a Resolution “On the Free Sale of the Out¬ 
put of Enterprises Taken Off the State-Supply List” and, 
on October 15, 1922, a CLD sitting heard a report “On 
the Procedure for Transferring Institutions and Enterpri¬ 
ses financed from State funds on to the Cost-Accounting 
Principle.” The CLD decision of October 27, 1922 was 
based on an obligatory demand that all enterprises adopt¬ 
ing the self-financing principle should cover their costs 
and be profitable. 

1 Ms policy meant, in the conditions of the multi-sec¬ 
toral economy, freedom of trade, wide-spread applica¬ 
tion of commodity-money relations and direct economic 
links with private capital, that self-financing, particularly 
at the initial stage, took the form of commercial account¬ 
ing. The functioning of state enterprises practicing com¬ 
mercial accounting could objectively lead to a revival of 
capitalist economic methods. With social ownership of 
the means of production and with political power in the 
hands of the working class, however, there were wide op¬ 
portunities for the state to hold back, restrict and, finally, 
eliminate the reviving capitalist economic methods. The 
means of production being in the hands of society, an ob¬ 
jective possibility appeared of organising the entire eco¬ 


nomy on a planned basis. At the initial stage of the tran¬ 
sitional period commercial methods of management were 
applied because the planned organisation of production 
was not yet fully developed. Since the commercial rela¬ 
tions arose within the framework of the socialist sector, 
however, these methods were given a new, socialist con¬ 
tent. Cost-accounting as a method of socialist manage¬ 
ment was used within an economy organised on a plan¬ 
ned basis and was directed towards fulfilling a single 
economic plan. 

The transition to NEP did not only mean that measures 
were taken to increase the concentration of production and 
management methods were improved, but it also provided 
for a further improvement in the organisational forms of 
industrial management. So, on the basis of the CPC Do¬ 
cument of August 9, 1921, and the CLD Resolution of 
August 12, 1921, the largest, technically best-equipped, 
most efficiently organised and conveniently located en¬ 
terprises in a given industry could be merged into a 
special amalgamation. The formation of trusts in industry 
was under way. 

Depending on the scale and nature of the amalgama¬ 
tion, its board was either part of the chief committee, or 
was subordinated directly to the SEC central apparatus, 
the type of relations between them being determined by 
the corresponding instructions. 

For the organisation of production, enterprises were 
transferred to the trust along with all their equipment, 
raw and other materials. In order to facilitate the work of 
the emerging amalgamations, the state provided them with 
some funds. To replenish resources in short supply, the 
amalgamation was empowered to procure raw materials 
and fuel on the home market and, with permission from 
the SEC, on the foreign market too. 

Both during the years when the plan for building so¬ 
cialism was being drawn up and during its implementa¬ 
tion, Lenin constantly emphasised the need to turn to the 
experience of more developed countries, above all in the 
organisation and management of the national economy. 
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The very fact, however, that at the first stage of the 
building of socialism, organisational and economic forms 
were used that had arisen during the previous system (in 
this case, capitalism), does not determine the economic 
nature of these forms, which depend primarily on the 
ownership of the means of production inherent in them. 
Under capitalism, the trust as a form of organisation of 
production is not only a result of specifically capitalist 
production relations, but is also a further step in the 
development of the social nature of the productive 
forces. 

Ihe use of this form of production organisation under 
the socialist system confirms once more the transitional 
nature of capitalist mode of production. When subordi¬ 
nated to a totally different system of production relations, 
this form acquires a socialist nature. This is determined 
by the dictatorship of the proletariat, social ownership of 
the means of production, and the creation of new economic 
management authorities (SEC and Gosplan) which ma¬ 
nage and regulate socialist production on a centralised 
basis. Moreover, trusts under a socialist system differ 
from those under monopoly capitalism in terms of their 
structure and the nature of relations within them. 

The formation of trusts in state industry developed 
mainly during the restoration period. At the beginning of 
1921, a special economic department was set up within 
the central apparatus of the SEC of the RSFSR to super¬ 
vise this process and, in the second half of 1921, a Com¬ 
mission for Restoring Large-Scale Industry was created 
on the basis of this department incorporating ARCTUC 
1 epresentatives. This Commission decided in which in¬ 
dustries trusts should be set up and which enterprises in¬ 
cluded in them; it worked out model charters for trusts 
and principles according to which the production and 
financial plans of trusts should be drawn up. The Commis¬ 
sion took account of the fact that the newly established 
amalgamations (trusts) had the right to spend freely the 
resources they received in order to fulfil their plans, ex¬ 
change part of their output for raw and other materials 


and fuel they needed, buy machinery and materials with 
their proceeds or on their current accounts. They would 
also be entitled to spend 10 per cent of the wage fund to 
stimulate their labour force and to conclude contracts. 

In forming trusts, the Commission was governed by the 
following principles. First, enterprises of one type were 
amalgamated, so that production could be concentrated 
at those of them that were best equipped; second, enter¬ 
prises situated close to each other were amalgamated, the 
main aim of this type of amalgamation being to ensure 
the necessary supplies of raw materials, fuel and so on; 
third, enterprises were amalgamated according to the 
principle of homogeneous integration; and fourth, enter¬ 
prises were amalgamated if their output was ol particular 
value to the state (oil, metal, coal and so on), ihe main 
criterion for forming a trust, however, was the importance 
of the output of an individual enterprise or industry as 
a whole for restoring the national economy. 

Although several principles governed the formation of 
trusts, the basic form of amalgamation included enterpri¬ 
ses producing the same output. 

In the timber and leather industries, many groups were 
transformed into trusts and it was usually small groups 
that were initially combined. Some trusts arose on the 
basis of a corresponding restructuring of chief committees 
and their local bodies which existed under War Com¬ 
munism. While retaining the basic organisational struc¬ 
ture of their predecessors, however, usually these trusts 
adhered at first to methods of strictly centralised mana¬ 
gement, methods that were in conflict with the new eco¬ 
nomic conditions. Time was needed for the trusts to re¬ 
organise their work to comply with the changing econ¬ 
omic conditions. 

The organisation of trusts passed through several 
stages. 

In the first NEP years, they were primarily organised 
according to the principle of homogeneous production. 
This was because the principle of industrial integration 
did not become wide-spread in pre-revolutionary Russia 
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when vertical integration (amalgamation of enterprises 
within a single industry) was also comparatively rare. 

By the middle of 1922, trusts had been formed in al¬ 
most all branches of industry. The SEC report to the 
Tenth Congress of Soviets showed that at the end of 1922, 
there were trusts in fourteen industries. The 4,144 amal¬ 
gamated enterprises employed 976,600, or 88 per cent of 
all the workers in these industries. 

Enterprises subordinate to local managerial bodies were 
also drawn into trusts, but their percentage here was 
lower. In comparison with the trusts in the leading indus¬ 
tries, those in local industry had a low level of concentra¬ 
tion of production and smaller numbers of workers in each 
of the amalgamations. To a significant degree, these trusts 
merely formally combined small plants and workshops 
which sometimes were unconnected as regards their pro¬ 
duction range and economic position. As a rule, enterpri¬ 
ses were combined in order to centralise commercial ope¬ 
rations. No redistribution of raw and other materials or 
fuel took place within these trusts owing to the fact that 
their enterprises were operating at low capacity. 

At the first stage of the trust-formation (1921-1922), 
the most suitable organisational forms were sought for the 
trusts. The economic activities of trusts were governed by 
the principles of commercial accounting. Their main tasks 
were to restore and develop industry, raise the produc¬ 
tivity of labour and organise rational supply. Depending 
on the industry to which a trust belonged, one of these 
tasks came to the fore, but their main economic aim was 
to operate at a profit. 

It was difficult to count on profitability owing to the 
exhaustion of state resources, the limited opportunities for 
replenishing circulating capital and the worn-out state of 
equipment. This is why the first trust charters in 1921 and 
1922 were aimed at helping the trusts to cover their costs 
and prevent them making losses, although the goal of 
making a profit remained primary. 

In accordance with these statutes and charters, trusts 
were operationally independent. Their boards were given 
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corresponding powers: they had at their disposal all the 
property and output of the enterprises in the trust and 
were in charge of both circulating and other funds. The 
trust provided itself with products, fuel, raw and other 
materials, through the sales of its output. It sold its output 
for cash or on credit and carried out commodity exchan¬ 
ge. The trust had the right to procure raw and other ma¬ 
terials both from the state and from private individuals 
on the basis of free contracts, purchase and procure other 
necessary materials. The Yugostal Trust (Southern Steel , 
the largest production amalgamation (35,000 workers), 
was empowered by its Statute to deal on the foreign 

market. . , 

The considerable independence of the trusts also applied 
to crediting. They had the right to receive credit from all 
credit institutions situated within the republic. In indivi¬ 
dual cases, they could also receive credit from abroad, but 
permission from the SEC Presidium was essential for this. 
The iron trust and the wire-drawing and bolt-and-nvet 
trust of Central Russia also had this right. Trusts could 
take orders from state, co-operative and Trade-Union 
organisations and also from private individuals on the 
basis of free contracts. The largest trusts sold their out¬ 
put to the state at established prices. 

The Statutes of trusts defined the quantity of output 
that had to be sold to the state. The South Urals Trust, 
for example, had to produce no less than 50 per cent ot 
its output on state orders. The statutes of certain trusts 
provided for a flexible system of management: if the state 
provided the trust with all the necessary materials, then 
the whole output of this trust went to the state at estab¬ 
lished prices for each given product. If the state did not 
supply the trust with certain materials, the latter had 
the right to enter the market. Finally, if the state was to¬ 
tally unable to supply the trust, the latter disposed of its 
output at its own discretion. Even so, it was obliged to 
sell not less than 15 per cent to the state. This practice 
o-ave the trust the right to sell its output freely, but this 
freedom was relative. Right from the beginning, trusts 























came under- the influence of the state plans, which could 
take the form ol a work programme compiled on the basis 
of commissions from higher bodies. Along with the pro¬ 
gramme, monetary and materials estimates were worked 
out- the trust’s requirements for equipment, materials, fuel 
and money were calculated: approximate production costs 
and profits were calculated. In spite of the fact that trusts 
had the right to enter the market, they were also supplied 
through state agencies. Products were then supplied not 
at the market price, but at the planned set price. Trusts 
received loans and advances on orders. Trusts were ma¬ 
naged by boards elected for a term of one to three years. 

The transition to NEP and the organisation of trusts 
necessitated changes in the structure of industry manage¬ 
ment. Chief committees were replaced by chief adminis¬ 
trations which dealt with economic, financial and techni¬ 
cal policy within each industry. Direct production mana¬ 
gement and the running of industry were concentrated in 
trusts Along with self-support, trusts were financed by 
branch administrations and were accountable to them. 

The trust form of production management thus acquired 
a major role in the organisational structure of industry 
management, lire technical and industrial inspection of 
the I eople’s Commissariat for Workers’ and Peasants’ 
Inspectorate, however, after investigating 30 trusts in 
1921-22, revealed serious drawbacks in their work After 
studying this report, the SEC Presidium noted that the 
rush to reorganise the management of state industry had 
in some cases led to the amalgamation of enterprises into 
trusts without sufficient study of the role and significance 
ol the economy of the particular area. Another factor 
having a detrimental effect on industrial operations was 
the open competition between trusts, both in selling out¬ 
put and in procuring raw materials. Because of the exist¬ 
ence of private capital, particularly in trade, this com¬ 
petition had negative consequences. The serious difficul¬ 
ties in organising supplies and sales in trusts posed the 
problem of how to make market fluctuations subject to 
the tasks involved in building socialism and to introduce 
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an element of regulation into supplies and sales. Con¬ 
sequently, in the interests of industry and the whole eco¬ 
nomy, it was essential to organise specialised trade amal¬ 
gamations which could introduce planning principles into 
the circulation sphere. 

It was syndicates that assumed this role.' At the basis 
of this new organisational form of industrial management 
lay the idea that, while retaining the independence of 
trusts, the state should, to the greatest possible extent, 
play a supervisory role in regulating both the trade links 
between trusts and exert an organisational influence on 
the market. 

The appearance of this new form of management pre¬ 
sented the problem of regulating and adjusting the rela¬ 
tions between trusts and other economic bodies (chief 
committees, SEC, syndicates, banks and so on), relations 
which, for various reasons, up to 1923 were not subject 
to sufficient regulation. 

The Twelfth Congress of the Soviet Communist Party 
adopted a policy of increasing the concentration of 
production and, on the basis of this, the SEC Presi¬ 
dium set up on February 2, 1923 a Central Commission 
for the Concentration of Industry, which included repre¬ 
sentatives from the SEC, People’s Commissariat for Work- 
ers’ and Peasants’ Inspectorate and Gosplan. The review 
of the composition of trusts was continued. 

On February 3, 1923, the SEC Presidium approved 
theses defining the Commission’s tasks in connection with 
the review of the composition of trusts. The Commission 
was to review all large industrial enterprises from the 
point of view of their significance to the state, select those 
which should come under the jurisdiction of the state, 
and make production forecasts for them to correspond 
with the raw materials available to them and the demand 
for their products. It was also to select the most rationally 
equipped enterprises in order that they might work to 

1 See Chapter IV for a detailed description of the organisational 
and economic activities ol the syndicates. 





















capacity, suspend production at enterprises that were 
working below capacity and, at the state’s expense, close 
down temporarily those which, according to the long¬ 
term plan for the development of industry, were to come 
into operation in the near future. Some enterprises, that 
were not especially important to the state, could be han¬ 
ded over for private use, though strict account had to be 
taken of the interests of the national economy. The begin¬ 
ning of the work of this commission might be considered 
as the beginning of the second stage in trust-formation 
in industry. As a result, on April 10, 1923, a decree was 
issued by the Central Executive Committee and the Coun¬ 
cil of People’s Commissars of the RSFSR “On State In¬ 
dustrial Enterprises Operating on Commercial Accounting 
Principles (Trusts)”. This was preceded in September 

1922 by the publication of a general model statute of 
amalgamations (trusts), which applied to trusts in all in¬ 
dustries. 1 his statute defined the main characteristics of 
trusts, the principles according to which they should work, 
their rights and obligations and the procedure for supply 
and sale of output. In comparison with the statutes of 
individual trusts, the general statute defined the sphere 
of their economic activities more precisely, but it did not 
cover all aspects of the production and economic activities 
of trusts under NEP. This was done by the April 10, 

1923 decree. 

The decree stated that trusts were state industrial enter¬ 
prises to which the state grants independence in their pro¬ 
duction operations in accordance with the statute adopted 
expressly for this purpose and which operated on the 
commercial accounting principle with the aim of making 
profits. The trust was considered as a single enterprise 
including several production units. The degree granted 
the trusts greater freedom in production and sales of out¬ 
put at market prices established on agreement with the 
buyer. The trusts were not obliged to turn out their output 
on state orders, but in accordance with the CLD Resolu¬ 
tion, it could be sold at below market prices plus an 
average profit, under contract with state authorities. If the 
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terms of the contract were not fulfilled, the trust could 
reject it. 

The decree bound the trusts to give preference to state 
and co-operative organisations, introduced major changes 
into their rights to dispose of their statutory capital, and 
defined fixed and circulating capital. The state did not 
allow trusts to involve fixed capital in market operations. 
To recover debts from a trust, its contracting partners 
could only count on its circulating capital, and only in 
individual instances, with special permission from the 
SEC, were trusts allowed to cover their debts from their 
fixed capital. The management bodies of the trust were its 
board and auditing commission. The SEC had the right 
to relieve or appoint the board or auditing commission, 
to confirm estimates and production programmes for the 
current year. It also approved the report, revenue and 
expenditure balance-sheet and distribution of profits, 
without interfering in the day-to-day work of the trust. 
Although the decree established the practice of forming 
boards, the trend towards one-man management of trusts 
was already discernable. The functions of the auditing 
commission were also approved. 

The Decree of April 10, 1923 legalised the rights and 
duties of central trusts, but there were an even larger 
number of small- and medium-size trusts under the juris- 
diction of local economic councils. The functions of these 
were determined by the Governments Decree of July 17, 
1923 “On Local Trusts”, which virtually duplicated the 
points of the decree of April 10, 1923. The local ti usts 
were specific in that they were subordinate both to the 
local gubernia executive committee (through the corres¬ 
ponding economic conferences) and to the SEC central 
agencies (through the chief committee of the industry). 
The Decree of July 17, 1923 drew a line between the 
rights of central and local authorities in relation to local 
trusts. The SEC handed over some of its rights in the 
management of these trusts to local authorities, but letain- 
ed the right to issue general directives and to exercise 
supervision. 


















In contrast to central trusts, the local ones did not enjoy 
much independence. Their management was simple 
enough: there was one-man management; auditing com¬ 
missions covered all the trusts in the gubernia; the 
trusts were financed from the local budget, and their pro¬ 
fits were raked back into these budgets. 

The 1923 decrees thus determined the structure of 
trusts, established a firm foundation for consolidating 
trusts as the main link in the system of industry manage¬ 
ment in the restoration period. 

On the basis of the decrees, the revision of the compo¬ 
sition of trusts was continued. At this stage in the for¬ 
mation of trusts, two clear trends made themselves felt: 
one towards their growth in size and towards their frag¬ 
mentation. In industries with a high concentration of pro¬ 
duction, the increase in the size of trusts meant that only 
few, and sometimes even a single trust, was created for 
the whole industry. The revision of trusts was completed 
in the middle of 1924. Production was most highly con¬ 
centrated in trusts in the timber, silicate and textile in¬ 
dustries, and least concentrated in those of the chemical 
industry. 

Having completed the revision of the composition of 
trusts, the SEC commission submitted a report to the Cen¬ 
tral Commission of Gosplan. This report emphasised the 
need to develop trusts even further and contained the 
conclusion that trusts were the most expedient organisa¬ 
tional form tor industry in the given period and that 
the individual enterprises (establishments) of a trust 
should be united by a single economic and commercial 
policy. 

Changes took place in the status of trusts when the 
USSR was formed and the Supreme Economic Councils 
were set up in the Union and autonomous republics. All 
trusts were divided up into all-Union, republican and 
local, and it was mainly heavy-industry trusts (coal, oil, 
metal and so on) that were retained under the jurisdic¬ 
tion of the SEC of the USSR. Light- and food-industry 
trusts (leather, tobacco, food and so on) became republi¬ 
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can trusts, while local authorities concentrated on day-to- 
day management of local industry enterprises. 

With the publication of the 1923 decrees on trusts and 
the completion of the Central Commission’s work on 
revising the structure of trusts, an important stage in the 
formation of trusts in Soviet industry came to an end. 
Trusts were legally recognised as an organisational form 
of industrial management and by the beginning of 1925, 
the majority of active trusts already had statutes. They 
all functioned as independent legal units. 

3. Trusts in the Period of Industry Modernisation 

With the issue of the April 10, 1923 Decree, a qualita¬ 
tively new stage began in the work of trusts and in the 
process of trust formation. On the basis of the concen¬ 
tration of production and the continuing increase in the 
capacity of enterprises, the output produced by trusts rose. 
This was due not only to the restoration of industry, but 
also to the construction of new enterprises. 

A transition took place in planning to the drawing-up 
of a combined plan for industry, including technical, eco¬ 
nomic and financial programmes. Although the problem 
of the commodity shortage had not yet been solved by 
the end of the restoration period, the demands of the 
market could no longer be satisfied simply by increasing 
the quantity of commodities. Goods of a certain quality 
and range sold at suitable prices were required. 

The transition to the modernisation of industry neces¬ 
sitated long-term planning of new construction and of 
the modernisation of enterprises. In the management 
sphere, this meant an intensification of the planning and 
regulating functions and role of the Union SEC in rela¬ 
tion to all industry, and the mapping-out of co-ordinated 
actions in the management of Union, republican and local 
trusts. The centralisation of operational functions in the 
management sphere that had developed from 1923 to 
1925 owing to many factors, proved superfluous. 


10—500 


145 
















Supplies and sales of the output of enterprises were 
strictly centralised. All production orders were concentra¬ 
ted in the hands of the trust, and the correspondence be¬ 
tween trusts and enterprises delayed orders and reduced 
the rate of turnover of circulating funds. 

Speaking at the Seventh All-Union Congress of Trade 
Unions (December 1926), People’s Commissar of the 
Workers’ and Peasants’ Inspectorate, G. K. Ordjonikidze 
stated: ‘'If we do not put an end to the How of papers, it 
will drown us. We triumphed over Denikin and Wran- 
gel, but the paper will drown us.” He took as an example 
the annual report of one trust which consisted of thirteen 
volumes of 7,354 pages. “In the large volumes of the re¬ 
ports,’ lie said, “everything is so mixed up and interwoven 
that there is no obvious way of getting over this and for¬ 
ming a clear picture of the enterprise.” 1 

The Resolutions of the Fifteenth Congress of the 
Communist Party emphasised in this connection that it 
was necessary to “continue work on developing account¬ 
ing and reporting techniques that will be short, inexpen¬ 
sive, clear and exactly correspond to the tasks of plan¬ 
ning and management”. 2 

With the widespread application of market methods of 
regulating industry, particularly through the syndicates, 
the main task was to combine rationally directive mana¬ 
gement methods with market regulation methods. This 
increased the collective’s (trust’s or enterprise’s) interests 
in the results of its own work, gave a measure of indepen¬ 
dence to individual enterprises and improved the relations 
between industry and trade. The May 1927 SEC Report, 
along with measures to improve the organisational struc¬ 
ture of the economic apparatus, made concrete sugges¬ 
tions on how to improve the role and functions of trusts 
in the efforts to modernise the national economy. 

1 G. K. Ordjonikidze, Articles and Speeches, Vol. 2, 1957, pp. 9- 
15 (in Russian). 

2 ‘The CPSU in the Resolutions and Decisions of Its Congresses, 
Conferences and Plenary Sessions of Its Central Committee, Vol. 4, 
p. 24 (in Russian). 
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The main problem was that of regulating the relations 
between trusts and their enterprises. This was the subject 
of sharp polemics in the press from 1925 to 1927. An im¬ 
portant and urgent issue involved in improving manage¬ 
ment methods was the normalisation of relations between 
trusts and syndicates and chief committees. The managers 
of trusts demanded greater economic freedom and were 
against petty tutelage on the part of chief committees and 
other higher economic authorities. Concrete measures were 
taken to solve these problems, including changes in the 
organisational structure of trusts. In connection with the 
trusts’ right to undertake new construction and major re¬ 
pairs using either their own labour force or on contract, 
they were also given the right to set up their own, inde¬ 
pendent construction administrations (bureaus), and the 
“Model Statute of the Construction Administration (Bu¬ 
reaus) of a Trust” and then the “Statute of the Model 
Structure for Trusts” were adopted. 

This was the initial draft statute of industrial trusts. At 
the same time, several trusts in Moscow were inspected and 
a draft of a new statute was drawn up on the basis of the 
results obtained. In accordance with this draft, a planning 
department was to be set up within the trust, as a special 
and independent body. It was noted during the discussion 
of this draft in the SEC Presidium that the proposed 
structrure was applicable to all trusts. 

The basic idea behind the new draft was to raise the 
role and significance of the trust as a managerial authority. 

In his speech at the first Plenary Session of the Union 
SEC, its Chairman V. V. Kuibyshev spoke of the fact that 
the new tasks in industry (modernisation, improving the 
quality of output, reducing costs) necessitated considerable 
changes in the relations between management bodies and 
individual units (trusts, enterprises) towards broadening 
the rights and responsibility of the latter. In the new con¬ 
ditions, the management system had to guarantee these 
units the opportunity to show initiative. The relations be¬ 
tween all units was to be based on trust and responsibility 
and on strict limitation of powers. 
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Indicating the ways to solve these problems, the first 
Plenary Session of the USSR Supreme Economic Council 
stressed that, while remaining a legal entity, the trust was 
to hand over some of its powers to the enterprise. These 
powers were to be defined in contracts and orders, docu¬ 
ments that stated the production task and defined the 
rights of both sides in their financial relations. 

The adjustment of relations between trusts and other 
components in the SEC system was dictated by the need 
to improve production and economic links. The documents 
of the first SEC Plenary Session stressed that the trust was 
to remain the main link in the industrial management sys¬ 
tem. The SEC carried out the planning and directive run¬ 
ning of trusts, by establishing, approving and checking on 
plan fulfilment, by assessing the work of the trust on the 
basis of its annual report, by supervising the work of the 
trust, and studying its day-to-day accounts. Day-to-day 
guidance of the work of the trust consisted in regulating 
the trust's fixed assets and appointing its board, i.e., in 
overall supervision. It only interfered in the organisation 
of the direct work of the trust if the latter’s activities 
affected the state’s interests (for example, the trust tried 
to overcome its financial difficulties by selling its fixed as¬ 
sets or selling its output to a private buyer at a profitable 
price, to the detriment of national interests). 

Work of no less importance was carried out by the 
Central Control Commission of the Workers’ and Pea¬ 
sants’ Inspectorate under the leadership of Ordjonikidze. 
After analysing the state of affairs at enterprises and in 
trusts, the Commission proposed a transition to drawing 
up profit balance-sheets of enterprises, giving them some 
rights in supplies and sales, and allocating part of circu¬ 
lating assets to the enterprise. It proposed giving enter¬ 
prises the right to grant credit and discount bills in the 
name of the trust, transfer part of profits into the fund for 
improving the employees’ living conditions, simplify the 
relations between the SEC and Gosplan in the establish¬ 
ment of the output and finance plans for industry, and 
between the SEC and PCF on the distribution of profits. 
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In the new statute of state industrial trusts, the trust 
was defined as a state industrial enterprise, organised on 
the basis of a charter, as an independent economic unit 
with the rights of a legal entity, with indivisible capita 
and subordinated to a single state institution, as indicated 
in the charter, and operating on the commercial account¬ 
ing principles in accordance with a plan. 

This statute applied to all industrial trusts (all-Union, 
republican and local), with the exception of local ones 
with a capital of less than 100,000 rubles. Taking the 
specific features of republican and local industry into 
account, the Supreme Economic Councils of Union repub¬ 
lics were given the right to supplement this statute m 
order to define the rights of republican and local trusts 
more accurately. A new point in the definition of the trus 
was the subordination of commercial accounting to the 
plan. The right to organise a trust belonged to the oEL. ot 
the USSR and those of Union republics, and their local 
agencies. In contrast to the previous practice, the charter 
of an all-Union or republican trust was approved not by 
the CLD or the Economic Council of the republic, but by 
the institution which had set up the trust. The question ot 
the trust’s capital had to be agreed with the PCF ol the 

USSR or that of the republic in question. _ 

A step was made towards decentralisation ot day-to 
day functions. Whereas previously the transfer of tools, 
the dismantling or sale of worn-out equipment and the 
disposal of useless property was decided hy the hLC or 
CLD, according to the statute these questions could now 
be decided by the trusts themselves. If, for some reason, 
the output and finance plan had not been approved by 
the beginning of the economic year, the trust could woik 
on the basis of this plan up to the time when it was 

^Significant changes took place in the organisation of the 
finances of trusts. Deductions from profits to supplemen 
the statutory capital of the trust were not taken from the 
overall total of profits, but from those that remained alter 
income tax plus local surtax had been deducted: 10 per 




























cent of profits went into the Long-Term Credit Bank, 
2.> per cent into a special fund to expand the capacity of 
the enterprise and 20 per cent to supplement the reserve 
capital. Deductions into the reserve capital were intended 
to compensate for the enterprise’s losses during a year 
(these figures were not fixed in the April 10, 1923 Decree). 

The statute of the regulation of the management of 
production enterprises within the trust was particularly 
important. The special feature of this statute was that it 
made the first practical steps towards transferring the 
enterprises of trusts on to the self-sufficiency principle. 
I he rights and powers of the managing director were 
defined by a warrant and production order. These docu¬ 
ments established the scope and term for fulfilment of 
mutual obligations by trusts and enterprises more exactly, 
in accordance with the annual production and finance 
plan. Part of the profits—the difference between the 
returns reported and the estimates—passed into the hands 
of the director of the enterprise, and the range of powers 
was defined which the trust’s board transferred to the 
director (the opening of current bank accounts, the right 
to take subsidies, the concluding of contracts and so on). 
All the practical relations between the trust and plant 
management were based on the annual plan. The statute 
provided for the possibility of re-organising trusts and 
further improving their organisational structure. 

An important point in the statute was the transfer of 
the trusts’ enterprises to the self-financing principle. The 
adoption of the self-financing practice was a drawn-out 
process. Individual trusts introduced it at their enterpri¬ 
ses even before the new statute of trusts was issued. The 
Yugostal Trust, for example, began to transfer its enter¬ 
prises onto the self-financing principle on October 1, 1926. 
Until that time its plants had received a plan at the begin¬ 
ning of the year and only then had they submitted their 
requests for the trust’s board for money and materials. 

A so-called intermediary form of self-financing exist¬ 
ed. The trust s board established a direct connection bet¬ 
ween the value of the shipped output and the funds allo- 
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cated to the plant. These funds were not allocated as 
supplies but as payments for the output actually sfiippec. 
Accounts were settled at conventional calculated prices 
which were determined on the basis of the calculated costs 
minus depreciation outlays. Planned profits and deprecia¬ 
tion outlays were put at the disposal of the trust, w nc 
allocated to the plants the funds they required to carry 
out capital construction and granted them credit Later 
self-financing relations were improved: plants sold then- 
own output at selling prices; the funds from the sales 
were concentrated on their accounts, the trust concluded a 
supply contract and the plant independently carried out 
all supply operations under this contract and indepen¬ 
dently settled accounts with the syndicate. 

Extending- the scope of self-sufficiency application, the 
trust distributed fixed and circulating funds among its 

enterprises. ^ ,, ,r 

Practical steps on transferring- enterprises to the selt- 

financing principle were also taken by the major large 
metallurgical trust Uralmet (Ural Metal). There were 
some peculiarities in the way this was done, however, lhc 
trust financed its enterprises according to the amount ot 
shipped output, since circulating assets were replenished 
according to the plan for the following year and this un¬ 
dermined one of the basic principles of self-sufficiency 
that the enterprises should operate at a profit. 

In 1927 and 1928, concrete steps were taken to transfer 
the enterprises of trusts to the self-financing principle, but 
in a number of cases, the trust’s board was still unprepared 
for directing enterprises in the new conditions_ At the end 
of 1928, the Chief Inspectorate of the SEC of the UbbK, 
having investigated two trusts, established that only one o 
these (the First Cotton Trust) had actually transferred its 
enterprises to self-sufficiency while the other (Electric 
Communications Trust) had done this only formally: the 
financing of enterprises was not connected with output but 
with the needs of the enterprise on the basis of its demands. 

The formal approach to the application of selt-suilicien- 
cy was also manifested in the fact that calculated prices 
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were not set on the basis of annual calculations, but on 
that of overall average group calculations. The trusts had 
still not fully worked out the range and quotas of supplies 
they required, and statistics and accounting were on a low 
level. It was noted at the sitting of the Presidium of the 
Union SEC in March 1928 that the main drawback to the 
existing system was that with enterprises being supervised 
from above, their managers were deprived "of the op¬ 
portunity to learn the factors governing price forma¬ 
tion. 

1 he transition to the self-financing principles meant not 
only a change in management methods, but also the enter¬ 
prise being granted appropriate economic powers. The 
Statute of June 29, 1927, however, recognised the trust 
only as the legal entity. In practice this meant that the 
adoption by trust enterprises of the self-financing principle 
did not introduce any fundamental change in the enter¬ 
prise’s position in national turnover: it was only reflected 
in its economic relations with the trust and in the internal 
organisation of its production, supply and sales, and finan¬ 
cial activities, and not in its legal relations with establish¬ 
ments outside the given area. 

The enterprise was only given such powers at the next 
stage in the re-organisation of industry management, when 
the Resolution of the Communist Party’s Central Commit¬ 
tee was published on December 5, 1929. This Resolution 
left the trust as the directing organ of enterprises, but 
there were fundamental changes in its functions. It was 
bound to concentrate on technical guidance, search for 
rationalisation and modernisation, and its rights as an in¬ 
dependent economic unit were limited. Some of the func¬ 
tions of the trust passed to the self-financing enterprise 
and others, to branch industrial amalgamations that were 
being set up. The trust no longer dealt with supplies and 
sales. This evolution of trusts was closely connected with 
all the qualitative and quantitative changes that had 
taken place in industry by the end of the 1920s. 

First of all, considerable changes took place in the orga¬ 
nisation of planning. Whereas in 1925-1926, production, 
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sales, finance, labour force, production costs and construc¬ 
tion were planned, at the beginning of the 1930s it was 
innovation measures, research, and so on that were mainly 
in the planners’ view. 

As enterprises adopted the self-financing principles, they 
became more responsible for plan fulfilment, for the tiust s 
intervention in the work of the enterprise was limited. A 
re-grouping of enterprises according to specialisation 
began, vertically integrated amalgamations being usually 
set up on a production basis. At the end of the First and 
the beginning of the Second Five-^tear Plan this was the 
main principle governing the organisation ot combines. 
According to the new statute, three main sectors were 
established within the trust: planning and production; in¬ 
novation and modernisation and labour and personnel. 
Independent groups were also set up for checking imple¬ 
mentation, management improvement, for services and 
law. The Resolution of December 5, 1929 virtually turned 
the trust into an intermediate link between the amalga¬ 
mation and the enterprise. It lost its significance as an 
organisational form of industry management and some 
time later the trusts were abolished. 


4. The Role and Place of the Enterprise 
Within the Trust System 

During the period from October 1917 to the end of 1920, 
the first attempts were made to develop an organisational 
form for the management of nationalised industrial enter¬ 
prises. But under the shortage of funds and raw materials 
difficulties the state could only organise production at 
large-scale enterprises of primary importance to the 
economy. These were the first enterprises to be supplied 
with raw materials, money and foodstuffs. All other en¬ 
terprises that for some reason or other could not be sup¬ 
plied in this way were leased out. 

It was usually dormant enterprises that were leased out. 
The lease contract was signed between the gubernia eco- 
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nomic council and the lessee, preference being given to 
operative organisations or amalgamations, though leasing 
to private persons was also permitted. 

Under the contract, the lessee was bound to deliver part 
of the output to the state or to fulfil orders from state 
raw materials. If the lessee used his own materials, the 
output was sold to the state at market prices. Such con¬ 
tracts were concluded for a period of up to six years. In 
order to increase production, the state supplied raw and 
other materials and fuel to the lessee, who, in turn, had 
to recoup the value of the materials received in the form 
of the finished product, in an amount specified in the con¬ 
tract. Depending on the importance of the product and 
the terms of the contract, the interest charged on indivi¬ 
dual enterprises fluctuated from 3 to 12 per cent. Control 
over leased enterprises was exercised by the gubernia eco¬ 
nomic councils. 

Enterprises that were not leased out were amalgamated 
into trusts. There were many reasons for this, including 
the presence of the private sector, particularly in the 
exchange sphere. All this made it inexpedient to expand 
the number of independent enterprises. 

Amalgamated enterprises were more efficient on the 
market, as they could compete better with private capital. 
The position of the enterprises within the trust system, 
however, was not accurately defined. The charters of indi¬ 
vidual trusts, particularly at the first stage of trust-forma¬ 
tion, defined the position of the enterprise in most general 
terms only, while its rights were set out in another docu¬ 
ment. It was noted, for example, that the enterprise was to 
be run by a director or manager, appointed by the board 
of the trust, together with trade-union bodies. The director 
alone was running the enterprise, but within the frame¬ 
work of the powers granted by the trust. 

“The Statute of the Management of Establishments 
Within Trusts” adopted by the SEC Presidium on July 
9, 1923, was a step forward in defining the status of trust 
enterprises. This, in fact, was the first model statute of 
trust enterprises. 
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The director of the enterprise and his assistants were 
appointed by the trust board for a term of from one to 
three years. His duties included working out drafts for the 
production programme of the enterprise on the basis of 
long-term plans and the tasks set by the trust board. I ns 
programme, along with the estimate and balance, and also 
requests for raw and other materials, manpower and 
money were submitted for consideration to the trust board. 
All the commercial functions of the enterprise were in the 
hands of the trust’s board; for example, the handling of 
orders, contracts and deliveries, sale of output and so on. 
The enterprise had a certain degree of independence with 
regard to small orders; it could take such orders without 
necessarily obtaining the trust’s agreement and could 
independently obtain the necessary raw and other matc- 


The first attempt to solve the problem of the enterpri¬ 
se’s place within the trust system was made in a special 
instruction issued in 1924 by the trust of the State Amal¬ 
gamation of Engineering Plants providing for the intro¬ 
duction of certain elements of self-sufficiency at its enter¬ 
prises. If the enterprise had the opportunity to obtain 
materials on more profitable terms, the trust s board 
allowed it to act independently in this. The instiuction 
also envisaged granting the enterprise the right to make 
its own special accounts which would record all the expen¬ 
diture and losses of the enterprise resulting from its pro¬ 
duction and economic activities. _ f 

In May 1924, the SEC Presidium issued a statute of 

the management of trust enterprises and developed a 
model warrant to be issued by the trust to the director of 
such an enterprise. A new feature in the definition of the 
relations between the trust and the enterprise was the 
introduction of the order system establishing the quantity 
and quality of output, the production time and price. Ac¬ 
cording to the new statute, the enterprise received raw and 
other materials and fuel from the trust at calculated prices 
and sold the finished product at cost price. This practice 
made it possible to introduce self-financing principles. 

















The relations between the trust’s board and its enter¬ 
prises were always at the centre of attention. The directors 
of enterprises sought consistently to increase their econom¬ 
ic independence and were supported in this by the SEC. 

The Red Directors section of the Dzerzhinsky business 
club in Moscow was active in improving the economic 
relations between the trust and the enterprise. On its in¬ 
itiative, in 1923-1924 a discussion was held on the rights 
of enterprise directors. This discussion was extensively 
reported in the Prcdpriyatiye (Enterprise) magazine from 
1923 to 1926. In the course of the discussion, several 
enterprise directors proposed a transition to a system of 
contract relations between the board of trusts and enter¬ 
prises. For example, a contract should be concluded bet¬ 
ween the trust and the enterprise on the fulfilment of 
orders for the manufacture of a specific product. Financ- 
ing, centialised supplies and sales were to be dealt with 
by the trust in accordance with actual requirements, on 
the basis of a voluntary agreement between the trust and 
the plant, on the principles of strict commercial account¬ 
ing. It was proposed that enterprises should be permitted 
to procure raw materials and fuel independently and to 
open shops. It was even suggested that the trust be turned 
into a state joint-stock company. In this case the trust 
would be a financial and commercial amalgamation and 
its enterprises granted full economic independence. The 
enterprise would receive orders and sell its output only 
on the basis of a commercial contract and thus would 
become the main production link having' all necessary 
economic rights. This approach, however, conflicted with 
Lenin’s plan for building socialism and would have led to 
the abolition of trusts and a drop in the rate of concentra¬ 
tion of production. 

In spite of a number of shortcomings, particularly dur¬ 
ing the first stage of trust formation, the trust, as an orga¬ 
nisational form of industry management, corresponded to 
the goals and tasks of NEP. The link between individual 
economic units was effected through the trust. Its circulat¬ 
ing capital was indivisible and used centrally to satisfy 


the requirements of any of its enterprises. In the diflicult 
economic conditions of the first NEP years, this system 
had its advantages; above all it helped cut down distribu¬ 
tion costs. If, in place of the trusts, 2,500 to 3,000 small, 
independent factories and plants had been in operation, 
additional difficulties would have arisen in the organisa¬ 
tion of industry. As industry was restored and production 
expanded, economic conditions changed and the role and 
significance of individual enterprises increased. The ques¬ 
tion arose of extending economic independence. The 
Twelfth Congress of the Communist Party noted on this 
that “the cause of successful production or, on the con¬ 
trary, failure lies in the main industrial unit, i.e., the fac¬ 
tory or plant. A correct organisation of production at each 
individual enterprise and, what is more, not only on the 
technical but also on the commercial side, is a problem of 
decisive importance. While retaining overall guidance of 
the enterprise in its own hands and centralising those pro¬ 
duction and commercial industries and operations pie- 
pared for this, the trust should, at the same time, do every¬ 
thing possible to avoid suffocating centralisation, dam¬ 
pening initiative and incompetent intervention in the work 
of its factories and plants.” 1 

The decisions of the Congress were implemented in the 
economic activities of individual trusts. Some enterprises 
in the metal industry were granted a certain economic 
independence and were able to obtain the materials, equip¬ 
ment and tools they needed independently within the 
limits of the credit granted them by the trust and at prices 
not exceeding the stock-exchange prices. They were also 
allowed to sell their output freely, but for a specific sum. 

Before the Statute of Trusts (July 29, 1927) was issued, 
only individual aspects of the relations between the boards 
of trusts and the managements of enterprises had been 
perfected. For example, the trust’s board compiled its pro¬ 
duction programme on the basis of the plans drawn up at 


1 Decisions of the Party and Government on Economic Issues, 
Vol. 1, p. 355. 
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plants and factories. Renouncing day-to-day tutelage of 
enterprises, the trust concentrated on studying and ap¬ 
proving the plans presented by the plants. It made careful 
study of the enterprises’ reports when assessing the results 
of their economic activities. Personal contacts between the 
directors of trusts and enterprises became more and more 
frequent and a material incentive scheme was employed. 

The questions of increasing the economic independence 
of enterprises were discussed at the Plenary Session of the 
SEC of the USSR, which proposed extending the practice 
of the trust’s board handing over authority to the director 
of the enterprise, both in order to increase the number of 
enterprises receiving the trust’s warrants and to increase 
the powers handed over to the enterprise. 

The transition from restoration of the national economy 
to its modernisation necessitated, along with an extension 
of the economic independence of the enterprise, improve¬ 
ment in production planning, compilation of production 
and finance plans, and planning of production costs. At the 
same time, it was proposed to extend the rights and in¬ 
crease the responsibility of the enterprise for the results of 
its economic activities. This is why the first SEC Plenary 
Session pointed out the need to entrust the task of moder¬ 
nisation to the basic production units—the plants and fac¬ 
tories. 

In its decision, the SEC Plenary Session noted that, 
while retaining the trust as the only legal entity and 
manager of capital, it was essential to extend the authority 
of the plant management in order to put the directors of 
trust enterprises in a position to bear full responsibility 
for the production and financial operations of the enter¬ 
prise and also in order to establish the conditions for the 
character of each enterprise to be clearly revealed. At 
the same SEC Plenary Session, the guidelines were laid 
down for the relations between trusts and their enterprises 
to be developed. It was established that the most impor¬ 
tant aspects of the activities of enterprises were that the 
production and finance plan, the capital construction plan, 
the amount of and procedure for providing the plant with 
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monetary and material resources, the procedure for and 
forms of settlement between the trust board and the enter¬ 
prise for the output sold by the latter, should all be 
worked out by directors and considered by the trust board, 
with the obligatory participation of the director. 

The direct management of an enterprise was in the 
hands of the director, who held undivided authority. Ihe 
relations between the director and the trust board were 
defined in a special circular on the management ol enter¬ 
prises and the bounds of his authority were established by 
the trust board. The director guided the enterprise, dis¬ 
posed of the property entrusted to him at his own discre¬ 
tion, was empowered to appoint and dismiss administra¬ 
tive and technical personnel independently, observing So¬ 
viet law, of course. He could take measures to improve 
production, even if they were not provided for in the pro¬ 
duction and finance plan, but on the condition that they 
did not require large financial or material resources. The 
director was bound to report to the trust board on all 
such measures. He was also permitted independently to 
carry out minor and current repairs on equipment and 
install inexpensive equipment. However, the director was 
only allowed to launch new construction, major repairs, 
overhauls and re-tooling under the control of the trust 
board. The new decree bound the enterprise to keep inde¬ 
pendent accounts, a balance-sheet and to take stock of the 
materials received. 

The drawing up of the balance-sheet and costing at 
enterprises brought close the solution to such tasks as cal¬ 
culating the production costs, that gave the enterprise the 
opportunity to determine the results of its economic acti¬ 
vities. The enterprise was given the right to use part of 
its profits at its own discretion, this profit being defined 
as the difference between the estimated production cost 
and the actual cost, computed on the basis of the costing 
results. The amount of profit at the disposal of the enter¬ 
prise’s director was established by the trust board in con¬ 
junction with the director and was approved by the Coun¬ 
cil of Labour and Defence. 
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The director’s authority was defined in a warrant issued 
to him by the trust board. All transactions connected with 
management of the enterprise were made by the director 
in the name of the trust and within the limits established 
by the trust board. The warrant gave the director the right 
to open current accounts in credit institutions in the name 
of the trust, to issue bills of exchange, to raise loans on 
the enterprise's output and take steps to supply the enter¬ 
prise and sell its output. At first, almost every trust had 
its own form of warrant, but from October 1927, a model 
warrant was introduced. Although the warrant gave the 
enterprise director wide powers, in practice, however, im¬ 
plementation often came up against considerable difficul¬ 
ties. The banks frequently produced a whole series of for¬ 
mal excuses for refusing directors loans and credit. Not 
having its own account in banks, the enterprise still had to 
carry out its financial operations through the trust. The 
adoption of the new Statute of Trusts and the transfer of 
trust enterprises to self-financing practice led to a change 
in the relations between trusts and enterprises. Each year, 
the trust board gave each plant a commission, based on 
production and financial capacities and also the general 
state of the market, to manufacture a specific quantity of 
articles and semi-finished products. It also determined the 
range of products and fixed prices of materials. 

On the basis of the production programme, the plants 
submitted an initial production plan to the trust within a 
specified period of time; drew up estimates for fuel re¬ 
quirements and a general estimate for production expen¬ 
diture. All these estimates were approved by the trust 
board. Depending on the size of the production program¬ 
me and quantities of materials required, the trust, in con¬ 
junction with the plant management, determined the cir¬ 
culating capital required, and their estimates were then 
approved by the trust board. 

All equipment and buildings in the plant’s balance- 
sheet were handed over to it for operation. Estimates were 
drawn up to obtain financial and material resources for 
the plants. Each plant received materials and money in 
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an amount that it could receive from the sale of its out¬ 
put at estimated production costs without depreciation 
charges. Material supply was tied to quarterly requests 
made by plants, with a break-down by months. 

The value of the materials, both procured indepen¬ 
dently and supplied otherwise, was included in the imal 
settlement with the plant. Payments were made m the 
form of entries in the account books at the end of each 
month. Outlays on major repairs and overhauls, new 
buildings and other expenditure not included in the pro¬ 
duction costs were paid for by the plant from special trust 
credits. Payments between plants of the same trust were 
based on production costs. The procedure for payments 
and all questions of dispute were regulated by the trust 
board. Output was sold through the commercial depart¬ 
ment of the trust. Material supply was dealt with by the 
trust, but the plants retained the right, if this was pro¬ 
fitable, to obtain materials from other sources. 

The relations between plants and the trust were based 
on orders, according to which the trust board paid the 
plant for the output at established costs in an agreed time. 
At the end of the economic year, the enterprise submitted 
a report showing the economic results of its activities to 
the trust. The final result of the enterprise’s work for the 
year was only determined after the final balance-sheet 
and annual report of the trust as a whole had been ap¬ 
proved. The enterprise could retain the profits tor the 
year and the director had the right to spend them at his 
own discretion, but had to inform the trust board of how 

he planned to use the profits. 

Thus the recognition of the enterprise s right to retain a 
part of its profits and have certain materials and monetary 
funds at its disposal, the establishment, under an order, 
of mutual obligations regarding the supply of necessary 
raw materials and sale of the finished products to the 
trust—all this was intended to introduce an element ot 
self-sufficiency into the work of trust enterprises. 

Modernisation and new construction changed the posi¬ 
tion of the enterprise in the trust system, and the scale and 
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technical level of enterprises rose. This created the neces¬ 
sary conditions for a subsequent change in the role and 
place of the enterprise in the system of industry manage¬ 
ment. 


5. The Production 
and Economic Activities of Trusts 

The transition to NEP, the introduction of self-suffici¬ 
ency and the wide-spread application of commodity- 
money relations in all spheres of the economy called for 
new management methods. The resolution of the SEC 
Presidium of June 11, 1921 stressed the importance of 
such a re-organisation and noted that “a principle must be 
established according to which the state gives nothing to 
anyone in the national economy and that the worker will 
be provided for by his wages ... all the supplies received 
by the worker shall be divided up not according to the 
number of workers, but by unit of output; workers shall 
be provided by all supply agencies through the plant ma¬ 
nagement and administration, which will only receive 
what it needs if the obligations it made to the higher 
bodies are fulfilled. .. . Self-sufficiency must be placed at 
the basis of all economic policy.” 1 

Lenin noted in one of his letters that “trusts and facto¬ 
ries have been founded on a self-supporting basis preci¬ 
sely in order that they themselves should be responsible . . . 
for their enterprises working without a deficit” and so that 
trusts and enterprises might be able by “mercantile me¬ 
thods fully to protect our interests”. 2 

This orientation necessitated, above all, changes in the 
system of financing. The first step towards the introduc¬ 
tion of a new system of financing was the transition to 
paid delivery of industrial output. While introducing this 
system, however, the state concentrated regulation and 


1 Industry Under the New Economic Policy, Moscow, 1926, p. 2ft 
(in Russian). 

2 V. I. Lenin, Collected Works, Vol. 35, p. 546. 
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control of financial settlements in its own hands. A decree 
on bank operations was issued obliging state enterprises 
and institutions to keep their money at the State bank and 
to make payments, apart from wage payments, only 
through the bank system. 

While transferring trusts and individual enterprises on 
to the self-supporting system and renouncing uncompen¬ 
sated appropriation of their output, the state at the same 
time financed the development of industry. Between May 
and September 1922 alone, trusts were allocated 45.9 
million rubles (in gold, according to the Gosplan index). 
Two-thirds of this sum went on the development of the 
fuel, chemical, mining, electrical engineering and metal¬ 
lurgical industries. The trusts received money from the 
state budget to pay wages and obtain the materials they 
needed on the market. 

The Statute of the RSFSR State Bank stated that ci edits 
granted to enterprises and trusts for a particular purpose 
were not financed according to estimates. Bank loans could 
only be given on the basis of their commodity stocks to 
be sold on the market. It was not, however, possible to 
pursue such a financial policy to the full, particularly at 
the beginning of NEP, because of the shortage of finan¬ 
ces and, consequently, because of the limited opportuni¬ 
ties for financial manoeuvre. . 

As the activities of trusts on the basis ol self-sufficien¬ 
cy became consolidated and expanded (by the end of 
1922), there was a (low of funds into the current account 
of "individual trusts at the State Bank. The increase in 
labour productivity and the decrease in the manufacturing 
costs at trust enterprises led to a rise in their returns and 
their deductions to the state budget increased. In 1923- 
1924, industrv contributed 18 per cent of state budget 
revenues, while in 1924-1925, this share rose to 26 per 
cent. It must be remembered that state revenues did not 
all come from deduction from self-supporting economic 
units, but also from state taxes on other enterprises, both 
in kind and in cash. It was light industry trusts that had 
the most funds. The Petrograd Textile Trust, for example, 
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received 2,045,000 rubles from the State Bank in the first 
six months of 1923-1924, while the Engineering Trusts 
received only 55,000 rubles. 

In 1924-1925, the financing of trusts mainly took the 
form of bank credits, while financing from the state bud¬ 
get was gradually cut. The funds received by the trusts 
themselves as liabilities on taxes, shares and non-indus¬ 
trial deliveries were also insignificant. 

New funds were usually received in the form of long¬ 
term credits, and these, along with budget financing, were 
predominant. Among additional sources of finance was a 
certain speed-up in the turnover of circulating assets ob¬ 
served in the metal, electrical engineering, textile, timber 
and chemical industries. Beginning in 1926, bank credits 
to trusts were made through the syndicates. This was a 
direct consequence of the change in the role of the syndi¬ 
cates at the end of the reconstruction and beginning of the 
modernisation period. 

One of the major tasks in the production and economic 
activities of trusts was the planned organisation of pro¬ 
duction. As noted in the resolution of the Twelfth Party 
Conference of the Communist Party in January 1924, “the 
Party must learn to co-ordinate the different elements of 
the state economy both among themselves and with the 
market. This is made easier by the fact that we . . . have 
achieved the main preconditions for planned manage¬ 
ment. These preconditions consist in establishing a stable 
currency, organising credit, accumulating material funds 
to permit manoeuvrability, or in establishing and conso¬ 
lidating specific forms for organising the economy (trusts 
and the like).” 1 Thus, as industry was restored and the 
monetary reform of 1922-1924 was put through, the mate¬ 
rial base for planned organisation of production was con¬ 
solidated. Such indicators as the volume of production, the 
work-force, the productivity of labour, wages, the cost of 
accumulation, and prices were planned. At this stage, 


' Decisions of the Party and Government on Economic Issues, 
Vol. 1, p. 398. 


164 




however, trusts took virtually no part in planning their 
own operations. Right up to 1925, the state issued specific 
plans to the trusts through the SEC system of chief admi¬ 
nistrations. 

In 1925, the planning agencies began working out tar¬ 
gets for development of the national economy, and a tran¬ 
sition was made from individual plans ol the various blan¬ 
ches to the drawing-up of a single annual national eco¬ 
nomic plan. The planning of production programmes for 
trusts was dealt with by the chief committees, and on the 
basis of these plans, the production department of the 
trusts worked out quarterly production tasks for their 
enterprises. The plans provided for a growth of produc¬ 
tion, a further specialisation and a fall in the production 
costs. The enterprise received planned orders for the 
manufacture of a particular range of products. 

At the beginning of the modernisation period, the pro¬ 
cedure for drawing-up production and finance plans for 
trusts was as follows: 

a. Trusts under the jurisdiction of the SEC of the USSR 
submitted production and finance plans and short memo¬ 
randa to the higher organisations (chief and central ad¬ 
ministrations, and directorates); 

b. Trusts under the jurisdiction of the supreme econo¬ 
mic councils of the republics submitted identical material 
to the SEC, planning committees and economic councils 
of the Union republics. In turn, the SEC of the republic 
submitted summary production plans and plans for capi¬ 
tal works to the Planning Board of the Union SEC, tor 
each industry separately, with a break-down by local, re¬ 
publican and all-Union industries. Appropriate memo¬ 
randa were attached to the summary plan; 

c. Chief or central administrations of the SEC of the 
USSR, having studied and adjusted all the production 
and finance plans and plans for capital works, sent them 
to the Planning Board of the Union SEC (which became 
the Planning and Economic Board Irom 1927): 

d. Tn turn, the USSR Supreme Economic Council sub¬ 
mitted the summary industrial plan, with a break-down 
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by plans for all-Union, republican and local industries, to 
the CLD of the State Planning Committee (Gosplan) of 
the USSR for approval. At the same time, a capital cons¬ 
truction plan and plans for individual industries were also 
submitted following the same procedure. After considera¬ 
tion of these in the production sections of the Planning 
Board, they were returned to the SEC Presidium for ap¬ 
proval. 

This was how production plans for trusts were drawn 
up and approved on the eve of the First Five-Year Plan. 

r I his practice exerted a significant influence on the pro¬ 
duction and economic activities of trusts. 

In certain trusts, this work was being improved. Produc¬ 
tion planning at the enterprises of the First State Trust of 
the Wool Industry, for example, took the following course. 
After receiving the target figures from the Chief Commit¬ 
tee, the trust board distributed the production programme 
among the enterprises, allocated appropriate funds to the 
plant or factory for making major repairs and mainte¬ 
nance, and decided the amount of circulating assets re¬ 
quired. The factory, guiding itself by the targets received 
and taking account of its own position, drew up produc¬ 
tion and finance plan and sent it to the trust for approval. 

On the whole, however, the planning of the production 
and economic activities of trusts was still not on a very 
high level. 'I his was so because the methodology for plan¬ 
ning was still in its infancy, the necessary experience was 
lacking and there was a shortage of qualified specialists. 
This resulted in the system of planned indicators not being 
clearly established. 

By the end of the reconstruction period, an objective 
necessity arose for further improvement in planning in¬ 
dustry that had been amalgamated into trusts. “In Soviet 
Russia,” noted the resolution of the Twelfth Party Con¬ 
gress, “where the basic means of production and trans¬ 
port belong to the state, the active intervention of the 
latter in economic activities must be planned. Experience 
has shown that the plan for the socialist economy cannot 
be established in advance, in a theoretical or bureaucrat- 
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ic way. The task for the near future cannot be defined 
according to some formula or other, but requires a con¬ 
stant and lengthy adaptation of the directing economic 
authorities and their methods and practice to the market 
and market relations.” 1 T , w „ n , 

The Supreme Economic Council of the USSR, L-ospla > 
CED and other economic authorities put their efforts to 
improving the planning of the production and economic 
activities of trusts. The CLD Resolution of July 14, U- 

noted that consecutive analysis of production programmes 

and the target figures in the CLD. the SEC and Gosplan 
simultaneously made the planning process significantly 
more difficult. By decision of the first SbC Plenary Ses¬ 
sion, if the plans of trusts had not been approved by the 
beginning of the new economic year, the trusts were a - 
lowed to operate on the basis of their own plans until 
they were approved. The Plenary Session recognised the 
necessity for regarding the annual plans as parts of long¬ 
term plans. As a result, planning in general became a 

long-term effort. , r. r 

The improvement in planning made it necessary to iur - 
ther rationalise planning. In this connection the resolu¬ 
tions of the Combined Plenary Session of the Cental Com¬ 
mittee and the Central Control Commission of the Com 
munist Party in October 1927 stated that, m view of the 
growing complexity of planning and its practical signiii 
ance fhe Plenary Session considered it necessary to 
strengthen planned supervision. In order to lmplerne 
this decision, the USSR Supreme Economic Council raised 
the question before the government of turning the target 

figures into a basic planning act. 

By the June 18, 1928 Resolution the USSR Council of 
People’s Commissars, a single act for laying d°wn targets 
was put at the basis of the planning procedure. Beginning 
in 1928-29, the trusts themselves drew up their own plans 
and submitted them to the higher organisation tor check- 


i Decisions of the Party and Government on Economic Issues, 
Vol. 1, p. 348. 
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ing. This put the planning work of trusts in order. 

General economic difficulties during this period pre¬ 
sented the trusts with many problems connected with the 
supply of raw and other materials and sale of output. 
Planned regulation was complicated by the trusts’ lack of 
the necessary circulating funds. The model statute of trust 
of September 12, 1922 provided for a system of compul¬ 
sory orders. On the basis of orders from the CLD or the 
Economic Council of the republic, the trust concluded a 
contract with state agencies under which it was bound to 
deliver the product at cost, taking profits into account. 
This practice was legalised by the Decree on Trusts of 
April 10, 1923. Moreover, the trusts had their represen¬ 
tatives in other cities, took part in fairs and joined syn¬ 
dicates. 

At the first stage of the existence of syndicates, how¬ 
ever, their practical relations with trusts developed only 
with difficulty. At times, trusts and syndicates did not 
sell their goods and rejected “unprofitable” transactions. 
This led to a distortion of the state’s trade policy, to an 
increase in unsold output, i.e., to artificial difficulties. 

By the end of the reconstruction period, a distinguish¬ 
ing feature in the supply activities of trusts was the in¬ 
troduction of general contracts. These were concluded on 
a centralised basis, but were implemented in a decentra¬ 
lised manner—through the trusts or their enterprises. Sup¬ 
plies were also regulated by administrative order. An or¬ 
der of the Union SEC of November 26, 1926, for example, 
prescribed that all the cotton to be processed at state 
enterprises was to be sent through the All-Union Textile 
Syndicate, according to a plan, only to those enterprises, 
and that the sale of this cotton to other organisations was 
prohibited. 

The SEC (USSR) Presidium demanded from the Chief 
Metal Department that it calculate the raw material re¬ 
quirements of metal-working trusts and enterprises and 
check the stores of metal in their possession. It also or¬ 
dered some trusts to use long-term assets as raw materials. 
At the same time, Rudmetaltorg, an organisation trading 
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in ores and metals was asked to concentrate all such assets 
discovered at the enterprises of metal-working trusts in 
its own hands. These measures testify to the fact that the 
CLD and the SEC sought consistently to relieve trusts of 
supply functions and hand them over to syndicates and 
other specialised procurement organisations. 

This policy complied with the tasks of the period under 
consideration. The trusts were able to devote more atten¬ 
tion to purely production issues. 

One distinguishing feature of the end of the recon¬ 
struction period was the growing role of the syndicates in 
supplying trusts with raw and other materials and in sell¬ 
ing the output of the trusts. 

As efforts were made to modernise industry, the trusts 
did a considerable amount of work on improving produc¬ 
tion. The central task in this was to mobilise internal re¬ 
sources by speeding up the rate of turnover of circulating 
assets. A survey of 29 trusts showed that the value of cir¬ 
culating assets in industry rose from 2,200 to 4,300 mil¬ 
lion rubles between October 1, 1923 and October 1, 1928, 
that is, by 90 per cent, while the output of marketable 
products increased fivefold. The rate of turnover of ma- 
tcrials and commodities for this period increased by 150 
per cent. Whereas in 1923-24, there was a 63 kopecks’ 
worth of means of production, and 41 kopecks’ worth of 
finished goods, (i.e., 1 ruble 4 kopecks in all) per 1 ruble 
of marketable products, on October 1, 1928, the figures 
were 27 and 13 kopecks, respectively (that is 40 kopecks 
in all). Still, an authoritative commission discovered that, 
on October 1, 1928, many of the leading trusts had signif¬ 
icant surpluses of materials, this indicating that consid¬ 
erable internal reserves had been accumulated by the 

trusts. # 

Success in improving industry operation was hampered 
by the shortage of highly qualified engineers and techni¬ 
cians. In October 1927, the trusts controlled by the Union 
SEC had only 10 per cent of specialists with secondary 
and higher education they required. There was a parti¬ 
cularly acute shortage of specialists in the trusts and en- 
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terprises of the metallurgical, chemical, coal, textile (wool 
and linen) and certain other industries. 

With the start of the modernisation drive, the trusts 
worked hard to improve specialisation, standardisation 
and concentration of production. As production became 
more concentrated and specialised, co-operation between 
the branches of industry developed and technological 
links were established between individual enterprises. A 
higher level of concentration of production, specialisation 
and standardisation made possible the introduction of 
large-scale and mass production and a more efficient use of 
fixed and circulating assets. For example, specialisation 
of casting on a technological basis in the Moscow Engi¬ 
neering Trust, co-operation and an increase in the scale of 
production made it possible to introduce up-to-date equip¬ 
ment, intensify the division of labour, improve mainten¬ 
ance and raise the efficiency with which production area 
was utilised. The trusts did much to put to use the achieve¬ 
ments of Soviet and foreign science and co-operated with 
foreign firms in the field of technology. 

In this way, all the production and economic activities 
of Soviet trusts were subordinated to the goal of restoring 
the national economy, developing large-scale industry and 
raising the level of concentration of social production. The 
development of trusts in industry as a whole was directed 
towards ensuring the victory of the socialist system in the 
transition period. At the same time, these were practical 
steps in forming a system for managing socialist industry. 


Chapter IV 


Syndicates and Their Role 
in the Organisation of Soviet Industry 
( 1922 — 1929 ) 


1. The Formation of Soviet Syndicates 

The transition to NEP faced Soviet industry with com¬ 
plex problems in the organisation of supplies, procurement 
and sales. When many industrial enterprises were taken 
off the state’s supply list and adopted self-financing prin¬ 
ciples, industry was increasingly drawn into market turn¬ 
over. However, circulating assets were necessary for the 
consolidation and development of the links between self- 
supporting enterprises and the market. 

One of the most wide-spread methods of replenishing 
circulating assets was to sell stocks of commodities on the 
open market. Since almost all industrial enterprises were 
in great need of circulating assets, goods were sold 
through fierce competition between state and private in¬ 
dustry, between amalgamated and unamalgamated entei- 
prises and between trusts. On the market limited to the 
central areas of the country, competition led to a fall in 
prices, so that often, in attempts to obtain circulating as¬ 
sets, state enterprises sold their output at below cost. As 
a result stocks were depleted and enterprises were unable 
to pay off their debts. Material funds allocated by the state 
were thus eroded. 

In order to put an end to these extremely undesirable 
consequences of NEP, energetic intervention was required 
on the part of the SEC. In October 1921, an order was 
issued that, under the CPC Decree and the CLD Resolu- 
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tion on measures to restore large-scale industry, enter¬ 
prises transferred on to the cost-accounting basis could 
only sell materials to replenish resources in short supply 
according to the plan for their supply by the state. It was 
also recommended that this right be used only in extreme 
circumstances and that the director of the enterprise be 
held responsible for this. This was entirely in state in¬ 
terests, as it prevented materials from being squandered. 
At the same time, the order put industry in a difficult po¬ 
sition, since it hampered the formation of the necessary 
circulating assets. The problem of circulating assets still 
remained unsolved. 

There was, however, another aspect to the problem of 
selling the trusts’ output. In need of circulating assets, 
the trusts strove to speed up the sale of goods and, at the 
beginning, this was easy on the market in the central area, 
as it was located close to the main production centres, 
was larger than other markets and had the best transport 
links. Soon, however, the central area was flooded with 
output from competing trusts, and this led to a slump in 
consumer demand and fall in prices. Since the sales of 
goods even at reduced prices slowed down, the share of 
general overheads in the wholesale price rose. The trusts’ 
absolute commercial outlays also rose. All this had a de¬ 
trimental effect on the profitability of trusts, and many 
either ran at a loss or made no profit. 

The oversaturation of the central market with goods, 
while there was an acute commodity shortage in other 
areas, necessitated the creation of peripheral outlets to 
be set up by trusts. The trusts’ boards openly admitted, 
however, that the trusts were in no position to develop 
their own sales activities in the outlying areas, owing to 
the shortage of necessary circulating assets. It was in the 
state’s interests for the distribution of goods to be even 
throughout all the country, including remote regions, for 
only then would an advance in agricultural production, 
the creation of the necessary raw-material base for in¬ 
dustry and a strengthening of the socialist influence on the 
peasantry and in the non-Russian areas be possible. 
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Entering the broad market, the trusts met with fierce 
competition from private capital. The position of the trusts 
was undermined in this struggle by the shortage of cir¬ 
culating assets, the competition between trusts, their little 
experience in trading and the absence of well-defined re¬ 
gulation of trade on the national scale. The trusts, being 
virtually dissociated from one another, could not stand 
up to private capital in the trade sphere. Under the cir¬ 
cumstances, the sale of the trusts’ output became not only 
an economic, but also a major political problem. 

The solution to the sales problem included many im¬ 
portant issues relating to production (growth of the pro¬ 
ductivity of labour, fall in manufacturing costs, improve¬ 
ment of the quality of goods), trade (increase in over¬ 
heads, expansion of the product range) and organisation 
(differentiation of trading and production functions of 
trusts, the struggle against mismanagement). 

Initially attempts were made to solve this problem by 
strengthening the regulating role of the Central Supply 
Board (CSB) and developing exchange trade. This was 
the correct solution during the first year of NEP, as it 
helped the trusts to enter the market and strengthened 
internal links within industry. 

At the end of 1921, a Central Trade Department (CTD) 
was set up within the CSB and, by an order of the SEC 
Presidium of December 12, 1921, this dealt with stock¬ 
taking and supervision over all trading operations within 
the SEC system. All institutions and enterprises subordi¬ 
nate to the SEC had to carry out their commercial activ¬ 
ities through the CTD, which also had to organise its own 
trading activities. It was involved in extensive trading 
operations including the buying-up of goods from abroad 
(by agreement with the People’s Commissariat for Foreign 
Trade). The Department was allowed credit from the State 
Bank and other credit institutions and was to have its 
own apparatus both in the centre (the Central SEC Com¬ 
modity Exchange) and in the provinces (local trade de¬ 
partments of regional and gubernia supply bodies, local 
commodity exchanges and trade agents), and also its own 
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representatives abroad. The department included central 
and local exchanges, trade, and finance and credit sub¬ 
divisions. It published a trade bulletin. The G1D was 
headed by a board made up of a managing director and 
five directors, who were appointed by the SEC Presidium. 
At first, the department was allocated materials and 
money by the SEC, but later it had to support itself by 
revenues from its own operations. 

The SEC Central Commodity Exchange (CCE) occupied 
an important place in the organisational structure and 
work of the CTD; its main task was to reveal the supply 
and demand of state enterprises and satisfy their requests, 
in order of priority, out of its commodity turnover. A 
broker’s office was opened at the exchange. It employed 
qualified brokers and made all exchange transactions 
public. According to the statute, the SEC Presidium, all 
economic agencies, amalgamations and individual enter¬ 
prises within the SEC system and the economic agencies 
of other people’s commissariats and departments could 
all become members of the CCE. Small trusts, enterprises 
and trade organisations and, in individual cases, private 
firms could be CCE members on a temporary basis. At 
the end of December 1921, a constituent assembly of the 
SEC Central Commodity Exchange was held, at which a. 
committee of 25 persons was elected on the basis of pro¬ 
portional representation. It had representatives from SEC, 
the Central Union of Consumer Societies (Centrosoyus), 
the PCF, the People’s Commissariat for Agriculture, the 
People’s Commissariat for Foreign Irade, the Peoples 
Commissariat for Communications, the Agricultural Union 
and other organisations. 

Many local commodity exchanges, subordinate to the 
CTD were set up. In March 1922, they were functioning 
in 24 large cities. 

The commodity exchange was of considerable signific¬ 
ance for the regulation of trade in general, and of the sale 
of industrial products, in particular. Yet it failed to fully 
resolve the sales problem. First, amidst general economic 
dislocation in the country, the exchange could not satisfy 


174 


all of industry’s demands, and some of the raw materials 
and fuel needed for the development of industry were 
obtained outside. Second, for small trusts and independent 
enterprises, participation in the exchange was a heavy 
financial burden, and private capital made use of this. It 
acted as intermediary between state enterprises and in¬ 
dustrial amalgamations. Some trusts began to turn to 
private intermediaries. There is a contract, preserved in 
the archives, between private persons on the formation of 
a trading and intermediary company under the title of 
the Partnership for the Supply and Sale of the Articles 
of the Metal Industry. The goal of this partnership was 
to uphold the interests of state and private metal amal¬ 
gamations and enterprises ‘‘by supplying them with the 
necessary equipment, machinery, materials, foodstuffs and 
consumer goods and selling their products and articles by 
means of exchange, sales and the like ’. For a brokerage, 
it undertook to conduct trade operations in Russia and 
abroad, engaged in independent procurement, pui chase 
and sale of goods and materials, provided technical con¬ 
sultation on production organisation and so on. Being a 
typical private partnership, it acted as a representative of 
the North Vyatka Mining Zone and had wide powers. 
Notably, it could use forms and stamps with the inscrip¬ 
tion “North Vyatka Mining Zone—Moscow Office . 

The SEC order of February 17, 1922, which noted that, 
even after the exchange had been set up, Soviet institu¬ 
tions still made use of the services of private intermedi¬ 
aries, testified to the fact that private mediation was wide¬ 
spread. Since this was detrimental to state interests, all the 
commercial operations of state institutions and enterprises 
under the SEC had to take place through the exchange. 

This order had to be given organisational support, how¬ 
ever, and in order to fill in the gaps that appeared in the 
organisation of the sale of state output, the SEC staited set¬ 
ting up central supply and sales agencies for individual in¬ 
dustries The statute of the Chief I rade Office for 
the State Chemical Industry stated that this Office had 
been established to carry out all trading operations m- 
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volvecl in supplying everything necessary for normal ope¬ 
ration of the production amalgamations (trusts) and indi¬ 
vidual enterprises which were subordinate to the Office, 
and had been completely or partially taken off the state’s 
supply list. It also dealt with co-ordination and combina¬ 
tion of these operations of production amalgamations 
(trusts) and individual enterprises directly subordinate to 
the State Council of National Economy. 

The chief trade offices played a major part in putting 
supply and sales activities of state industry in order, but 
their main activities were, all the same, involved in sup¬ 
plying state enterprises and trusts with the necessary raw 
and other materials and tools. During the first years of 
NEP, however, industry could not have been efficiently 
supplied if there had not been procurements. 

Consequently, neither commodity exchanges nor chief 
trade offices were in a position to completely solve the 
supply and sales problem in state industry. An urgent 
need thus arose for supplies and sales agencies to fulfil 
procurement, supply and sales functions, agencies that 
could respond rapidly to the needs of production and give 
priority to large-scale industry amalgamated in trusts. It 
was the syndicates that assumed these functions. 

The idea of setting up syndicates emerged at the end 
of 1921. The nationalisation of industry and the forma¬ 
tion of trusts had made the concentration of sales an 
objective necessity, something that the trusts could not 
deal with, busy as they were with production and supply. 
The production function of trusts had to be separated 
from that of supply and sales, the latter being handed 
over to special agencies—the syndicates. The emergence 
of syndicates was an important stage in the organisation 
of industry management at the beginning of NEP. Press 
reports of the time show that the majority of workers and 
researchers associated the formation of syndicates only 
with the difficulties in sales that arose in the spring of 
1922. Some contemporary scholars take the same stand. 
This view means that the formation of syndicates was not 
connected with the objective economic processes that 
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were taking place in the Soviet economy during the first 
years of NEP. 

It becomes clear from an analysis of documents per¬ 
taining to these years that the idea of syndication emerged 
directly after the formation of trusts. In a report submit¬ 
ted by the Urals Metal Board to the SEC commission, for 
example, it was stressed that the need for commercial 
amalgamation in the Urals metal industry arose when the 
trusts first began to function. At the beginning of 1922, 
the idea of syndication ol state industry was discussed at 
a special meeting of the SEC Presidium and, on January 
21, 1922, the SEC adopted a decision to syndicate indus¬ 
try. Consequently, the question of whether to form syn¬ 
dicates had arisen and been virtually settled by the spring 
of 1922, when the trusts first encountered sales difficulties. 

The pioneers in syndication of state industry were the 
textile trusts. These were in the closest touch with the 
market and, consequently, came under its influence to the 
greatest degree. In February 1922, a congress of repre¬ 
sentatives from textile trusts and raw-materials commit¬ 
tees opened with the aim of setting up an All-Russia 
Amalgamated Textile Syndicate (ARA'l’S). This syndic¬ 
ate was to include all the textile amalgamations, law- 
materials committees and textile factories that had adop¬ 
ted the self-financing principle. The main tasks of the 
ARATS were distribution of state orders; mutual credit; 
co-ordination of trading operations and transfer of some 
of them to the syndicate; joint procurements and pur¬ 
chases of supplies, in accordance with the special resolu¬ 
tions of the syndicate; and fulfilment of the various com¬ 
missions of its members. 

It was initially envisaged that three economic centres 
would be set up to combine all the trading and supply 
operations within each branch of the textile industry. It 
was intended to set up economic centres for the cotton, 
wool and linen industries (with the hemp and silk in¬ 
dustries being included in the latter). These economic 
centres were to be amalgamated in the Council (or bu¬ 
reau) for the textile industry. In other words, the idea 
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was to set up a Union of Textile Industry Syndicates. 
During discussion of this issue, however, the participants 
in the congress, while supporting the idea of setting up 
textile industry syndicates, rejected the proposal that 
several syndicates be established in the industry and a 
union ol syndicates be organised. The congress decided it 
would be more suitable to set up a single syndicate for 
the whole industry. This was how the All-Russia Textile 
Syndicate (ARTS) was formed. The congress also came 
out against compulsory participation of textile trusts and 
self-supporting enterprises and the draft charter approved 
at the congress stated that membership was to be volunt¬ 
ary. The congress took measures to establish statutory 
capital for the syndicate. Members of the syndicate were 
permitted to join amalgamations for the purpose of ob¬ 
taining the raw materials and fuel they needed from 
local resources or selling output on the local market. 

Careful preparation made it possible to establish the 
syndicates in a very short time. As early as March 1922, 
two more syndicates were set up—the Match and Salt 
syndicates, and in the subsequent months, Leather, Clo¬ 
thes, Tobacco, Coal and Agricultural Engineering and 
other syndicates. In lour months, eleven syndicates were 
organised, or two-thirds of all those set up during the 
reconstruction period. The sales difficulties in 1922 "exer¬ 
ted their inlluence on the high rate of syndication, the 
“crisis of trade helplessness” in the spring of 1922 acting 
as the catalyst. 

In the circumstances, syndicates were set up in some 
industries at artificially fast rates. The formation of cert¬ 
ain syndicates was governed mainly by selfish considera¬ 
tions (the trusts’ desire to transfer the procurement of raw 
materials on to the syndicates, to receive additional cir¬ 
culating assets from the amalgamation, to improve their 
own sales position on the market and so on). This under¬ 
mined the economic base for syndicates and made their 
position unstable. 

Syndication did not take the same course in all indus¬ 
tries. In some it was fast enough (in the textile, leather 
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and tobacco industries), while in others the process was 
relatively slow (in the chemical, timber, fishing and cer¬ 
tain branches of the food industry and so on). In some 
industries, a single syndicate was set up, while in others, 
there were several, combining state industry either within 
a certain region or according to a narrow production 
profile, such as the production of animal fats, and 
tobacco. 

The amalgamation went the quicker and easier, the 
higher was the concentration of production, the closer the 
links between the given industry and the market, and the 
more acute the problem of obtaining raw materials. The 
process was facilitated by such factors as the same line of 
production, standard machinery, and the general techno¬ 
logical level of the plants, i.c., everything that put enter¬ 
prises in the same production and trading position. 

The traditions that were developed in industry orga¬ 
nisation were of considerable significance for syndication, 
a fact for which the metal industry provides a good 
example. In those areas in which, before the Revolution, 
industry had been monopolised, syndication went at a 
faster rate in the first years of NEF (in the Urals and the 
Southern industrial region, for example). 

The situation in the metal industry of the Central 
region was different. Before the Revolution, there had 
been virtually no regional amalgamations of the syndic¬ 
ate type in this area. Only individual enterprises, Gou¬ 
jon’s plant, for example, were connected with the Pro- 
damet amalgamation. With the exception of the Maltsevo 
Factory Zone, the weak organisational, production and 
sales links between enterprises were striking. As they 
worked mostly for the Treasury, they were not particu¬ 
larly interested in forming syndicates. 

The different attitudes towards syndication on the part 
of the metal industry in different areas, and the different 
economic conditions in which enterprises were operating 
(differing standards of technical equipment, specific raw 
material, fuel and sales problems and so on), made it im¬ 
possible to set up a single syndicate for the industry. The 
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SEC had to back down on one of the main principles in 
its syndication policy—that there should be a single syn¬ 
dicate for each industry. The formation of two syndicates 
(Uralmet and the Metal Syndicate of the Central region) 
was permitted and the Yugostal Trust was given the 
right to act as a sales syndicate. 

The formation of syndicates pursued very specific goals. 
The main task of the syndicates was to organise the sale 
of state industry output. Relations with the market had to 
be regulated and this is why the charters of syndicates 
devoted considerable attention to the trading activities of 
amalgamations. 

In the supply sphere, the syndicates had to take over 
supplying its members with raw and other materials. With 
the exception of such purely sales amalgamations as the 
Oil Syndicate, the Coal Syndicate and the Salt Syndicate, 
all others dealt to a lesser or greater degree with the pro¬ 
curement of raw materials, while those such as the Tobac¬ 
co and Native Tobacco syndicates made the centralised 
procurement of raw materials their main task. The char¬ 
ters of both the Tobacco and the Native Tobacco syn¬ 
dicates stressed that their members were obliged to pro¬ 
cure raw materials through the syndicate alone. In other 
cases, the situation was different: the syndicate was only 
allowed to procure materials on commission of individual 
members or by agreement with a group of its participants. 
This was the case in the charters of the Match Syndicate 
and Uralmet. 

The difficult financial situation in which industry found 
itself faced the syndicates with the important task of regu¬ 
lating the financial activities of trusts and self-financing 
enterprises. To this end, the syndicate was empowered to 
regulate distribution of credit among its individual par¬ 
ticipants. 

Production was usually beyond the jurisdiction of the 
syndicates. Even when the charters mentioned participa¬ 
tion by the syndicate in regulating the production activ¬ 
ities of its individual participants, this was done in very 
vague language. The charter of the Clothing Syndicate, 
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for example, stated that the syndicate was to co-ordinate 
the production activities of its members, but there was no 
indication of how it should do so. The Salt Syndicate was 
somewhat of an exception, for it retained the right to 
decide how much salt was to be produced in the country 
as a whole and in individual areas. Sometimes the syn¬ 
dicate intervened in the production activities of its mem¬ 
bers at their mutual agreement. As written down in their 
charters, some syndicates had the right to establish gene¬ 
ral technical standards of products manufactured within 
the syndicate and to decide the production tasks for each 
enterprise. This right, however, could only be implemen¬ 
ted if contractual relations were established between 
syndicates and their members. 

' The organisational structure of syndicates depended on 
the nature of the syndicate and that of its activities. Syn¬ 
dicates set up on a voluntary basis had a more complex 
central apparatus. The syndicate was headed by an as¬ 
sembly of commissioners which directed the activities of 
the syndicate. This assembly established the size of obli¬ 
gatory deductions to be made by members to the syn¬ 
dicate, decided the size of special and reserve funds and 
defined ways in which they were to be utilised. It appro¬ 
ved the estimate and work plan for the syndicate for the 
future and also the report and balance-sheet for the pre¬ 
vious period; approved the regulations for credit opera¬ 
tions, distributed profits and approved instructions on the 
management of the syndicate. The assembly also selected 
the members of the board, the auditing and arbitration 
commissions, accepted and expelled members, approved 
the board’s resolutions on the acceptance of new members, 
changed the charter of the syndicate, etc. 

The syndicate’s board was directly involved in mana¬ 
ging the syndicate according to the charter and the reso¬ 
lutions of the commissioners’ assembly. It represented the 
syndicate in dealings with other organisations and carried 
out commercial and other operations, crediting in banks, 
the delivery of commodities for sale to the members of 
the syndicate. It also fixed selling prices, drew up the 
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estimate, balance-sheet and work plan for the syndicate, 
accepted new members, hired and dismissed blue- and 
white-collar workers and so on. The structure of the cen¬ 
tral apparatus ol the syndicate was determined by its 
goals. The Salt Syndicate, for example, was mainly con¬ 
cerned with sales and it was structured accordingly. The 
syndicate had a financial and commercial administration, 
but no special apparatus for procurement and supplies. In 
the Textile Syndicate, along with sales, an important role 
was played by supply. The central apparatus of the All- 
Russia Textile Syndicate had not only a trade depart¬ 
ment, but also one for supply, with a technical office, a 
cotton department and so on. 

The management structure of syndicates based on com¬ 
pulsory participation of trusts took a somewhat different 
form. At the head of these syndicates stood not an as¬ 
sembly of commissioners, but a board or a managing 
director appointed by the SEC. The board of the Oil Syn¬ 
dicate, for example, had five members and was formed 
by the Chief Administration for Trade (CAT). What is 
more, the chairman of the board and his deputy were 
appointed by the CAT, and the other three positions were 
filled by representatives of the oil committees from Azer¬ 
baijan, Grozny and Emba. The syndicate operated ac¬ 
cording to order from the CAT Central Commercial 
Board and was obliged to report to it and the oil com¬ 
mittees once a month. Twice a year, a general assembly 
of the members of the syndicate gathered for informa¬ 
tional purposes. 

In this way, the organisational structure of the syn¬ 
dicates was fairly flexible, allowing them to successfully 
solve the problems facing industry. 

Apart from the syndicates, so-called conventions, a 
form of industry organisation based on syndicate agree¬ 
ments, were created. They did not enjoy the rights of a 
legal entity, lacked their own funds, and in this were 
distinguished from syndicates. Just like syndicates, how¬ 
ever, they had regulating functions and usually regulated 
the sales and procurement, less frequently financial, and 
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only in exceptional circumstances, production activities of 
their members. 

Organisations of the convention type included conven¬ 
tions proper and councils of congresses of individual bran¬ 
ches of industry. Eleven such conventions were set up over 
the reconstruction period. 

There were convention agreements with very specific 
aims: in some cases, to organise sales or procurements 
within the particular area of activity of the convention’s 
members, while in others, to decide questions of a techni¬ 
cal nature. 

A number of factors furthered the spread of convention 
agreements. First, in some industries, the pure syndicate 
was not suitable for the organisation of sales (for example, 
in the timber and chemical industries, with the significant 
diversity of production conditions in which their enter¬ 
prises operated). Second, conventions appeared as a conse¬ 
quence of the anti-syndicate attitudes of certain managers. 

To a certain degree, the convention satisfied state in¬ 
dustry’s need for an authority to regulate sales and pro¬ 
curement. On the other hand, the conventions prepared the 
necessary conditions for syndication of industry. 

With certain reservations, some large trusts can be in¬ 
cluded among organisations of the syndicate type. These 
combined all the enterprises in a given industry (such as 
sugar, rubber and paper industries), held a monopoly po¬ 
sition in state industry (such as the Tea Board), while com¬ 
bining enterprises from a particular region and being of 
national significance (steel smelting in the South and mo¬ 
lasses production in the North). Such trusts enjoyed eco¬ 
nomic independence, dealing with supplies, sales and cre¬ 
dit. Within their own area, they were also bodies for 
economic regulation. 

A diversity of forms of syndication was characteristic 
of the reconstruction period. Most important, however, 
was the development of actual syndicates or syndicate- 
type amalgamations that played a major role in the regu¬ 
lation of industry and exerted a considerable influence 
on the economic life in the country. 
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2. Organisational 
and Economic Links 
Between Syndicates and Trusts 

I he formation of the organisational and economic links 
between syndicates and trusts occupies a special place in 
the system of industry management in the period under 
consideration. An analysis of this process makes it pos¬ 
sible to explain the nature of the links between produc¬ 
tion and sales activities of syndicated industry. 

The syndicates dealt with a significant proportion of the 
sales of the industrial output of trusts (for some this rea¬ 
ched 75 to 100 per cent). They were, therefore, able to 
influence the production and economic activities of trusts. 
However, their influence was mainly economic since the 
syndicates were deprived of any administrative rights in 
relation to the trusts. The fact that both the trusts and the 
syndicates had to develop their activities in the conditions 
of expanding market relations exerted a considerable in¬ 
fluence on the nature and form of the relations that were 
taking shape. 

Syndicate amalgamations were based mainly on the 
voluntary participation of trusts and enterprises. For all 
its positive aspects, the voluntary principle also had its 
drawbacks. The way syndicates were inclined to decide is¬ 
sues from their own selfish positions and the reluctance of 
individual participants to recognise the regulating role of 
the syndicate resulted in the relations between trusts and 
syndicates sometimes being entirely unsatisfactory. 

The syndicates accused the trusts of competing against 
them, of failing to fulfil their obligations, of desire to gain 
additional revenues to the detriment of the amalgamation 
and so on. One of the clearest manifestations of the trusts’ 
desire to compete against the syndicates on their markets 
was the way the trusts set up their own agencies in the 
areas covered by the amalgamation. In turn, the trusts 
accused the syndicates of trying to keep the most profitable 
markets for themselves. Hence the trusts’ persistent de¬ 
mands for a review of the sales areas. 


The financial relations between trusts and syndicates 
were not always satisfactory either. In 1923-1924, the 
trusts reproached the syndicates with delaying payment 
for goods delivered to them. Such reproaches were ad¬ 
dressed to the Tobacco, Clothing and Oil syndicates. The 
trusts also expressed dissatisfaction over the different 
charges that they had to pay the syndicates. The salt in¬ 
dustry trusts, for example, had to pay 2 per cent of the 
selling price of every kilo of salt to the Salt Syndicate. 
The trusts accused the syndicates of pursuing a policy of 
undermining the financial position of the trusts. The Mos¬ 
cow Clothing Trust, for example, accused the Clothing 
Syndicate of squeezing the trusts for funds to build up 
the syndicate’s profits. The SEC had to intervene to dis¬ 
pel this prejudice on the part of the trusts. 

In individual cases, the trusts went as far as abolish¬ 
ing the syndicates. As a result of their self-interest in 
their participation in the syndicates, the trusts left the 
amalgamations as soon as the need for such an organi¬ 
sation disappeared. This was particularly evident in the 
attitude of trusts to the Tobacco Syndicate, which was set 
up in May 1922, during the tobacco shortage. The trusts 
then saw amalgamation as the only possibility of con¬ 
tinuing production. The syndicate was entrusted mainly 
with supply and procurement functions and only partially 
dealt with sales (of output that it received from the trusts 
in payment for raw materials). The syndicate dealt suc¬ 
cessfully with its tasks connected with the procurement 
of raw materials, but it only had to suggest an extension 
of its sales rights, for the trusts to immediately come out 
in opposition to it. The tobacco shortage passed and the 
trusts were not interested in the sales activities of the 
syndicate. In the summer of 1923, the tobacco trusts 
adopted a decision to eliminate the syndicate and dis¬ 
tribute its property among themselves. 

The disagreements between trusts and syndicates testi¬ 
fied convincingly to the need for additional regulation of 
relations within the syndicate amalgamation. The char¬ 
ters, which were intended to regulate these relations, 
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sometimes proved to be less effective than expceted. The 
right of free participation of trusts in amalgamations 
made the fulfilment of the charter terms dependent on the 
good will of the participant in the syndicate. Regulation 
of the relations within syndicates could either lead to a 
development of contractual relations, or to an increase 
in economic influence on the trusts. 

One of the main methods of regulating relations within 
the syndicates was the development of contractual rela¬ 
tions, and it was these that defined the actual obligations 
of the parties. The emergence and development of con¬ 
tractual relations between the syndicate and its members 
resulted from voluntary participation of trusts and inde¬ 
pendent enterprises in the syndicate amalgamations. Even 
when participation of trusts in syndicates was compulsory, 
however, the relations between the trusts and the syn¬ 
dicates could only develop on a voluntary basis. 

The forms of contractual relations were not stable, but 
changed depending on the circumstances. They were in¬ 
fluenced by the market situation, the production, trading 
and financial capacities of the trusts and the economic 
position of the syndicates. No doubt the SEC, the Council 
of Congresses of Industry, Trade and Transport, and con¬ 
gresses of individual industries greatly influenced the way 
contracts were concluded in the syndicates. These bodies 
determined the general lines and nature of contractual 
relations in syndicated industry and adopted decisions on 
individual issues concerning these contracts. 

The relations between trusts and syndicates were ini¬ 
tially placed mainly on a trading footing. The trust con¬ 
tracted with the syndicate to deliver to it part of its out¬ 
put at fixed prices. In the conditions of an acute shortage 
of circulating assets, this system was profitable for both 
the trusts and the syndicates, the latter having consider¬ 
able circulating assets at their disposal. With seasonal 
fluctuations of selling prices, however, it was not profit¬ 
able for the trusts to sell goods to the syndicate. By refu¬ 
sing to deliver the goods, the trust put the syndicate in a 
difficult position and the planning of the latter’s replen¬ 
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ishment of commodity stocks was disrupted. During a 
period with a favourable market situation, the syndicate 
could end up without either the necessary commodity 
stocks or product range. This led to a slow-down in com¬ 
modity circulation and to a delay in the flow of funds 
into the syndicates’ coffers. The generous distribution of 
funds to the trusts, on the one hand, and their relatively 
weak inflow to the syndicate’s accounts, on the other, had 
detrimental consequences. The flow of circulating assets 
to the syndicates dropped markedly and so the latter 
began to develop new forms of contractual links with 
trusts. It was a matter of finding forms that would, while 
helping to reduce the trading risks run by syndicates and 
to save their circulating assets from being dispersed, not 
be against the trusts’ interests. The organisation of trade 
on commission was just such a form. 

This idea was originated with the Textile Syndicate, 
which worked out a draft for a new contract with trusts 
in May 1922. At the basis of this contract lay the idea 
that the sale of output of trusts through the syndicate 
should be based mainly on commission. According to the 
conditions of the agreement, each of the participants was 
bound to hand over to the syndicate 15 to 20 per cent of 
its output on commission terms, although some trusts gave 
up to 75 per cent. In certain cases, the deductions paid 
to the syndicate were not defined as percentages of out¬ 
put, but were fixed in the contract as a specific quantity 
of the output to be sold. The trusts sold the output to the 
syndicates at ex-factory warehouse prices which were set 
according to an official syndicate price list, taking account 
of deviations existing at the moment the goods were sold 
to the syndicate. A 10 per cent discount was made on 
this price to cover the syndicate’s outlays on selling the 
goods and to ensure it a commission. This commission 
was not stable, but depended on the market situation and 
the syndicate’s organisation of sales. The syndicate was 
interested in reducing general overheads in order to ob¬ 
tain a higher commission. By agreement with the trusts, 
the syndicate had to present a monthly report on the 
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movement of commodities supplied to it on commission. 
The syndicate was obliged to pay the trusts immediately 
the goods were sold, and the trusts were given the right 
to choose the form of payment for the goods sold through 
the syndicate. This could either take the form of com¬ 
modity exchange transactions or cash payments. 

The practice of contractual relations soon spread to ail 
of syndicated industry. Sales on commission practiced by 
syndicates did not, of course, play the same role every¬ 
where, but differed from one syndicate to another, de¬ 
pending on the specific conditions of production or on 
the organisational forms of syndicates. 

The Leather Syndicate, for example, based its sales 
activities on the same foundations as the Textile Combine 
did, but in concluding commission agreements, the syn¬ 
dicate granted extensive credit to its members. Even 
before the goods were delivered on commission, it gave 
the trusts an advance of up to 40 per cent of their value. 
These favourable credit conditions were in the interests 
of the members of the syndicate, and they readily agreed 
to sign commission contracts. The fact that the commis¬ 
sion transactions were in their mutual interests, led to all 
the bank credit at the syndicate's disposal being granted 
to the trusts on very favourable conditions. Whereas for 
the Textile Combine, the timely selection of materials 
within a specific range was of the greatest significance 
and the quality did not worry it particularly, the Leather 
Syndicate, on the contrary, was particularly interested in 
improving the quality of products. The syndicate granted 
credit on better terms and signed more favourable 
sales contracts with those trusts that delivered better 
quality goods. Prices were also used to this end. 

The transition from steady purchases to the system of 
commission sales was an important step in the develop¬ 
ment of the syndicate system. It was, on the whole, a 
successful attempt to apply economic levers to stimulate 
sales of industrial products through the syndicates. 

Commission sales, however, were not the only way in 
which the output of syndicated industry was realised. The 


syndicates also used guaranteed purchases, commodity 
exchange and so on, the share of the various forms vary¬ 
ing according to the syndicate and being determined by 
such factors as the trusts’ interest in the raw materials 
procure by the syndicates and in the subsidies^ provided 
by the syndicate on commission transactions. For exam¬ 
ple, in 1922-23, commission transactions with trusts con¬ 
stituted 75 per cent of the turnover of the Leather Syn¬ 
dicate, while it did not exceed 20 per cent in the Match 
Syndicate. An unusual situation emerged in the Native 
Tobacco Syndicate which in 1922-23 received 80 per cent 
of sold output from the liquidation of shares and payments 
for raw materials, and only 20 per cent on the basis of 
steady purchases and commission. What is more, the syn¬ 
dicate was sold twice as much as it received on commission. 
On the whole, however, in 1922-23, the commission trade 
of syndicates exceeded all the other forms of sales activ¬ 
ity in syndicated industry. 

The commission form of sales, however, could not 
become the only way in which the sales activities of state 
industry were organised, and the existence of other forms 
added confusion'to the sales activities of syndicates and 
trusts. Control by inspection agencies, industrial amalga¬ 
mations and the SEC was made more difficult. Moreover, 
the commission system limited the relations between the 
syndicate and the trusts to sales activities alone. The ap¬ 
plication of economic levers to influence the trusts was 
not sufficiently flexible, and this resulted in the trusts 
often evading their commitments. 

Commission agreements, while establishing, usually, the 
size of deductions to the syndicate, did not specify quality 
requirements for output precisely enough. So long as the 
market was experiencing a commodity shortage, the syn¬ 
dicates, as a rule, put up with this situation. As the eco¬ 
nomy was rising to its feet again and the market became 
overflown with goods, the question of the quality of output 
once more came to the fore. However, the existing practice 
of commission contracts far from furthered a successful 
solution. Syndicated industry could only improve the qual- 
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ity of output if it could provide standard raw materials, 
high-quality materials and semi-finished products. This, 
however, depended on the syndicate which procured the 
raw materials, ran auxiliary enterprises, carried out trade 
operations on the foreign market and concluded trading- 
transactions with other syndicates and trusts. As a con¬ 
sequence, it was necessary to cover this field of economic 
activities of the syndicate with contract relations, but this 
did not fit into its commission agreements with trusts. 

Under the circumstances, a transition was made to gene¬ 
ral agreements, which at the time meant both overall ag¬ 
reements, involving all participants in the syndicate, and 
contracts with individual trusts binding them to deliver 
all their output to the syndicate. 

The idea of a general agreement originated with the 
syndicated industry in the summer of 1923, when the 
Clothing Syndicate suggested to its trusts that they con¬ 
clude a general agreement on the sale of goods. The fin¬ 
ancial position of the syndicate did not permit it to take 
on the sale of all of the trusts’ output, so it was a matter 
of giving the syndicate the right to sell not less than 80 
per cent. According to the agreement, the products were 
to be delivered at minimal selling prices that were set by 
special estimates for individual groups and types of goods. 
These were made up from the cost of the material, wages, 
general overheads, an equalising tax and one per cent 
surcharge. General overheads were equal to 100 or 115 
per cent of wages. The final payment on each statement 
of transfer of finished goods was to be made not later 
than three months after the statement was drawn up. At 
the end of this period, the syndicate was bound either to 
pay in full for the goods received from the trusts, or to 
pay for those which it accepted, and return unsold goods 
to the trusts. However, because of financial difficulties 
and a shortage of circulating assets, this reform was a 
failure. 

The experience of the Prodasilikat (Silicate Sales Syn¬ 
dicate) is remarkable in this respect. In April 1924, it con¬ 
cluded a general agreement with the Ukrainian Porcelain 
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Trust, according to which the syndicate assumed respon¬ 
sibility for the sale of all the trust’s output (porcelain, 
faience and glass). The agreement stipulated how the 
trust’s output should be sold and the procedure accord¬ 
ing to which it should be paid for: 50 per cent of the out¬ 
put delivered by the trust was to be paid for at fixed 
prices, and 50 per cent at commission prices. The agree¬ 
ment also specified that the syndicate was bound to sell 
the goods within six weeks. It set the range of products 
and the areas in which the output was to be sold. The 
strengthening of the supervisory and regulating rights of 
the syndicate was an important feature of the agreement. 
Its supervisee were empowered to watch over production 
programme fulfilment at the trust’s plants, over the qual¬ 
ity of output and the distribution of goods by individual 
areas. 

Apart from the two basic types of general agreement, 
there were also other types. In 1924, for example, the 
native tobacco industry went over to a system of general 
agreements. The assembly of commissioners of the Native 
Tobacco Syndicate obliged the syndicate to sell all the 
output of syndicated native tobacco enterprises. The syn¬ 
dicate had to conclude contracts not with the trusts, but 
with each enterprise individually and the selling prices 
had to depend on the market situation, but be not lower 
than the computed price. Almost half of the output pro¬ 
duced by native tobacco factories was received by the 
syndicate in exchange for raw materials, and the rest 
was paid for on the basis of mutual agrement between 
the interested parties. 

The general agreements played an important role in 
the organisation of sales in syndicated industry. They 
strengthened the planning factors in the relations between 
trusts and syndicates. As they were concluded for long 
periods and provided for the sale of almost all the output 
of syndicated industry, the general agreements helped in 
the planned organisation of trading relations among its 
members. This form also suited the trusts, as the syndic¬ 
ate was the main, and in some cases the only, sales inter- 
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mcdiary. This is why the trusts always took account of 
the syndicate s demands when drawing up their produc¬ 
tion programmes. At the same time, general agreements 
freed the trust from the numerous worries involved in 
selling the finished product. As a result, it could concen¬ 
trate on running production at its enterprises and no 
longer required a sales apparatus of its own. The trans¬ 
fer of this apparatus to the syndicate meant that syn¬ 
dicates and trusts no longer competed on the market and 
much money was saved in the overheads involved in sel¬ 
ling the output. 

Alongside the consolidation of self-financing princip¬ 
les, the system of general agreements was of considerable 
significance for strengthening contract discipline within 
syndicated industry. 

I he transition to general agreements was an important 
step in the development of links within industry. 
Although, however, the general contracts helped bring 
production closer to the market, a gap still remained be¬ 
tween the needs of the market and what was produced 
by industry. It was not a question of the quantity, but of 
the quality of the output and of the range of products 
meeting market demand. Work continued, therefore, to 
make the best use of the contract system which had ac¬ 
quitted itself so well, to bring industry into a still closer 
contact with the market. As an effective way of doing 
this, it was suggested in March 1924 that industry be 
transferred on to a system of orders. 

This measure increased specialisation at individual 
enterprises. In April 1925, the assembly of commissioners 
of the Textile Syndicate adopted a decision to make a 
gradual transition to working with trusts on an order 
basis. The Textile Syndicate approached this task extre¬ 
mely cautiously. Talks were held with individual trusts 
throughout the summer months in order to prepare the 
base for the transition to the system of orders. It was only 
in September 1925 that agreement was reached with the 
Ivanovo-Voznesensk Cotton Trust which pledged to hand 
over all its output to the syndicate. This agreement was 
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the first real step towards a transition to a new form of 
relations within syndicates. 

The organisation of the Textile Syndicate’s sales by 
preliminary orders was based, on the one hand, on strict 
centralisation of the distribution of orders among trusts 
and, on the other, on drawing in local syndicate branches 
on a wide scale into determining the range of products to 
be put up on the market and the necessary quantities of 
goods to be delivered. Study of the syndicate’s order 
began in its local branches, in each of which special as¬ 
semblies were held. Both the commodity experts of the 
branches and representatives of local trading organisa¬ 
tions (local traders’ agencies, consumer co-operatives and 
so on) took part in the work of these assemblies. The re¬ 
commendation worked out by the assembly formed the 
basis of the quarterly request of the branch. These re¬ 
quests were sent to the Product Range Bureau of the syn¬ 
dicate where they were grouped and co-ordinated with 
the production programmes of the trusts. In collaboration 
with the trusts, the bureau established the range of fabrics 
to be produced for the quarter. Moreover, in accordance 
with its quarterly plan, the syndicate distributed orders 
among the trusts, defining the group of fabrics, the grade, 
quantity, delivery area and the time for fulfilling the 
order. 

A somewhat different version of the order system was 
implemented in the Urals Mining Syndicate. Until the 
autumn of 1924, all orders from its offices were sent to 
the syndicate’s board and it was the board that distribut¬ 
ed them among the trusts. This concentration of orders 
in the central office, however, held back the develop¬ 
ment of initiative in the syndicate’s local offices. So, in 
1924-25, the way in which orders were distributed was 
changed. At the beginning of the year, a certain fund 
was allocated to each of the local offices and, within the 
limits of this fund, they could place the orders among 
the trusts. The output received on these orders was sold 
by the office itself. Of course, decentralisation of the plac¬ 
ing of orders, although partial, made it more difficult to 


13—500 


193 















consolidate planning principles in Soviet industry and 
reduced the opportunities for the syndicate to exert its 
influence on production. On the other hand, however, the 
extension of the offices’ rights made it possible to take 
more account of the local market and the possibilities of 
local industry. In the conditions prevailing during the 
reconstruction period, when the problem of industry’s 
links with the market became particularly acute, both 
forms of the order system justified themselves. However, 
the first version embodied the socialist principles of ma¬ 
nagement more fully (combination of local initiative with 
the general interests of the syndicate, the strengthening of 
planning in the relations between producers and sellers 
and so on). 

Agreements also spread to other aspects of the work of 
trusts. The agreements between the Salt Syndicate and its 
trusts, for example, gave the latter the right to exercise 
control over the activities of the regional offices of the 
syndicate in those areas where the trusts’ output was sold. 
This gave the trusts the opportunity to make sure that the 
syndicate agencies fulfilled all their commitments to the 
trust. 

Contractual relations played an important role in putt¬ 
ing links within the syndicates in order, but they in no 
way prevented disagreement arising among trusts and syn¬ 
dicates let alone friction between the individual members 
of the syndicate. A procedure had to be developed for 
solving arguments within the syndicate. 

The syndicate and its individual members only had the 
right to defend their interests in court in relation to third 
parties. Misunderstandings within the syndicate were 
solved by arbitration, that is, the case was passed up to the 
syndicate’s guiding bodies or through the appropriate SEC 
agencies, by administrative order. The charter of the Urals 
Mining Syndicate stated that, along with other tasks, the 
syndicate set as its goal “obligatory arbitration in the 
affairs of members of the syndicate among themselves”. In 
the majority of cases, disagreements between participants 
of the syndicate were considered by the syndicate board, 
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the auditing commission and by the general assembly of 
commissioners of the syndicate. 

The syndicates exerted an economic influence on the 
trusts, that was particularly strong during the initial syn¬ 
dication period, when the trusts were in particular need of 
circulating assets. One of the main problems during the 
syndicates’ first year of existence was to form statutory 
capital on time but the trusts did not always contribute 
entry fees as they should have done. The syndicates had to 
resort to more decisive measures: the most incorrigible 
debtors were expelled from the syndicate; indebtedness in 
connection with entry fees and shares was paid off by 
holding back money due to the members of the syndicate 
for goods received from them. 

There was competition among the participants in an 
amalgamation. This was manifested mainly by intrusions 
across the boundaries of their specific sales areas. In 
order to compel the trusts to adhere to the boundaries of 
the markets allotted to them, the syndicates resorted to 
sanctions against violators. 

The syndicates had to devote considerable effort to 
strengthening discipline among their members. There were 
no instances of trusts being brought to court for violating 
the syndicate’s charter. The free participation of trusts in 
syndicate amalgamations virtually excluded this possibi¬ 
lity, but the syndicates often faced a situation when trusts, 
dissatisfied with something or other, left the syndicate. 
This was not in the state’s interests and, in such cases, 
economic influence was usually applied. The trust that had 
left the syndicate soon came up against difficulties over 
raw materials, credit, circulating assets and so on. 

In exceptional cases, the syndicates decided to expel 
trusts that violated their charters, which is exactly what 
the Native Tobacco Syndicate did, when it expelled its 
Ukrainian Native Tobacco Syndicate for causing the syn¬ 
dicate considerable losses by pursuing its own independent 
procurement policy and refusing to pay off its arrears. In 
accordance with the syndicate charters only a general as¬ 
sembly of the commissioners of the amalgamation was 
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empowered to expel a trust. Trusts that left syndicates 
voluntarily or those that were expelled, however, were 
unable to function for long outside the syndicate. This is 
why, after some time, they either returned to the syndi¬ 
cate or established contractual relations with it outside the 
framework of the syndicate system. The Ukrainian Agri¬ 
cultural Machinery Trust that left the Agricultural Ma¬ 
chinery Syndicate was re-admitted after a mere two 
months. The reason for this was that the trust could only 
sell 35 per cent of its output on the local market and it 
did not have the strength to compete with the syndicate 
on the markets of the Russian Federation. It was conse¬ 
quently forced to re-establish contacts with the syndicate 
in order to sell the other 65 per cent of its output on the 
national market. 

The reconstruction period was an important stage in the 
formation of relations between trusts and syndicates, a 
stage in the evolution of relations within the syndicate. 
Whereas when syndicates were formed, contractual rela¬ 
tions between trusts and syndicates were based on purely 
trading principles, by the end of the reconstruction period 
the planning foundations in their relations had increased 
markedly. Using mainly economic influence, the SEC and 
the syndicates managed to raise the discipline of trusts 
entering syndicates and this led to an organisational con¬ 
solidation of the syndicates and to the development of 
relations between them that complied with the require¬ 
ments of the period of industry modernisation. 

3. The Main Aspects of the SEC Policy 
on Syndicates 

The syndication of state industry was constantly at the 
centre of attention of the SEC. However, the forms its 
participation took in guiding this process were constantly 
developing. 

In 1922-1923, the SEC confined itself basically to 
regulating the process of industry syndication by approv¬ 


ing syndicate charters, sorting out individual points of dis¬ 
pute between trusts and syndicates, offering them material 
assistance and developing syndicate legislation. Consider¬ 
ing the syndicates as voluntary unions, the SEC took no 
active part in directing their actual economic activities. 

In 1922-1923 this approach to the problems of syndica¬ 
tion was to some extent justified. One of the main condi¬ 
tions necessary for the ruined industry to advance was to 
establish rational economic relations both by industry and 
by area. To this end, not only the actual situation that had 
taken shape in the economy had to be used, but also the 
existing traditions. It was easier for the trusts and indi¬ 
vidual enterprises to solve this problem than for the SEC, 
which was cut off from actual production. This, however, 
meant that the syndicates became almost independent ol 
the SEC. They pursued an independent trade and procu¬ 
rement policy, regulated their own relations with their 
members, obtained and handed out credit. One of the 
manifestations of this independence was the sharp rise in 
prices of manufactured goods. With the relatively low pri¬ 
ces for agricultural produce, this meant a break in the 
market ties between town and country, and this conflicted 
with the very idea of the New Economic Policy. In this 
way, the SEC’s policy of granting syndicates total inde¬ 
pendence, in the final analysis, proved inconsistent. 

This is why, in the second half of 1923, the attitude 
towards syndicates took a sharp turn and it was decided 
that each syndicate should be reviewed in order to decide 
whether it should be retained. 

In order to do this, in July 1923, a special commission 
was set up within the SEC (USSR) to survey syndicates. 
The commission was to decide two issues: whether or not 
the syndicate was an artificial form of amalgamation that, 
having eliminated competition, held back the natural selec¬ 
tion of the most viable enterprises; and whether or not the 
syndicate threatened the interests of the consumer by its 
monopoly position on the market. I lie survey programme 
covered all aspects of the syndicates’ activities: their orga¬ 
nisational structure, financial position, trade and procure- 




































ment activities, production and influence on the work of 
the trusts. 

On the basis of the results of the commission’s work, a 
number of syndicates were abolished and the activities of 
others were curtailed. 

All-round discussion of the fate of syndicates at meet¬ 
ings of the SEC (USSR) Presidium, and its commissions 
studying the operation of syndicates, in the Council of 
Syndicates, in the Council of Congresses of Industry and 
1’rade and at various assemblies confirmed the need to 
retain syndicates in state industry. In the conditions that 
prevailed during the lirst years of NEP, it would have 
been virtually impossible to regulate the sales activities 
of industry without syndicates, and, consequently, both to 
control the market for industrial output and to organise 
the procurement of raw materials. Because of the lack of 
circulating assets, the trusts proved to be incapable of 
extending the network of their outlets in the provinces. 
By engaging in sales, the trusts diverted their funds from 
production, thus making the reconstruction of industry and 
of the economy as a whole more difficult. This is why the 
majority of trusts came out in favour of retaining the 
syndicates. 

Recognition of the need for syndicates to be retained 
resulted in a change in the SEC’s attitude towards syndi¬ 
cates. In 1924-1925, the task was set of turning syndicates 
into the main regulating centres for individual branches 
of industry and retaining their operational and trading 
functions. The SEC’s syndicate policy was now aimed at 
syndicating all state industry, consolidating syndicates 
organisationally, clearly distinguishing between the func¬ 
tions of trusts (production amalgamations) and syndicates 
(supply and sales amalgamations), at establishing closer 
ties between the trade and production activities of industry 
and at strengthening the regulating role of the syndicates. 

It became important to define the principles for the 
organisational construction of syndicates. Those principles 
that had governed syndication of industry under capital¬ 
ism were unacceptable. On the basis of the revolutionary 
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transformation of the country, and experience already ac¬ 
cumulated, the principles that should govern syndication 
in the new socio-economic conditions had to be worked 
out. This involved time-consuming work by the SEC in 
conjunction with the syndicates, trusts, big enterprises, 
social organisations in industry, transport and trade, and 
trade unions. Many important principles concerning syndi¬ 
cation were formulated in the Party’s guiding documents. 

One of the major aspects of syndication was the partici¬ 
pation of private capital in syndicates. They were set up 
when private capital was enjoying a certain revival and, 
in connection with the New Economic Policy, the illusion 
appeared in bourgeois circles that capitalism might be res¬ 
tored. Former entrepreneurs saw NEP as a sign of weak¬ 
ness on the part of the Soviet authorities and they, there¬ 
fore, tried to revive the idea of capitalist syndicates. In 
these conditions, the SEC correctly assessed the class natu¬ 
re of these attempts on the part of the bourgeoisie and 
came out strongly against the formation of capitalist syn¬ 
dicates. The SEC’s position on this is made clear by the 
action it took in connection with the formation of the 
Amalgamation of State Industrial Enterprises on lease in 
Petrograd and the Petrograd Gubernia. 

At the end of 1921, a group of Petrograd entcrprencurs 
asked the SEC for permission to organise this amalgama¬ 
tion and approve its charter. Archives show that this amal¬ 
gamation was already practically in existence and had a 
temporary board that required de jure recognition. The 
board’s memorandum emphasises that in the economic 
conditions that had developed a lessee could do either 
nothing or very little on his own to solve the problems 
facing him. The draft charter submitted by the board 
showed that the amalgamation did not affect the economic 
independence of its members, but was only concerned 
with regulating the relations between private capital and 
the state, the consumers, the suppliers of raw materials 
and fuel, and the workers. 

Guided by formal considerations, the Tease Bureau of 
the Petrograd Economic Council supported the formation 
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of this amalgamation, but the SEC took a different view. 
Correctly assessing this action on the part of private capi¬ 
tal as an attempt to strengthen the economic and social 
might of the lessees, it came out against the creation of a 
capitalist syndicate. Its conclusions on this issue stressed 
that the amalgamation of entrepreneurs might easily, in 
the conditions of economic ruin and speculation, develop 
only negative tendencies to disorganise the economy. To 
strengthen the social might of the entrepreneurs was at 
that time the least likely way of establishing a healthy 
atmosphere in industry. The creation of this sort of amal¬ 
gamation would strengthen the entrepreneurs’ position in 
relation to the workers. 

This conclusion reflected the general attitude of the 
SEC towards the possibility and permissibility of capital¬ 
ist syndicates being set up. 

The question of whether private capital should be per¬ 
mitted within Soviet syndicates was decided somewhat 
differently. At first, the SEC did not object to private capi¬ 
tal participating in these syndicates, and the syndicate 
charters approved in 1922-1923 included a point that pri¬ 
vate enterprises might join the syndicate with permission 
from the SEC Presidium. Private enterprises were to be 
guided by the same rules as were state enterprises on 
entering the syndicate. Private capital could also take an 
indirect part in syndicates by buying shares in mixed 
joint-stock companies. Since the principal share-holder 
of such a company was the state, in this case private 
capital did not play an independent role in the syndi¬ 
cates. 

In 1924-1925, however, when the speculative role of 
private capital become patently clear, the SEC broke off 
all relations with private capital within the syndicate sys¬ 
tem. In the final draft of the Statute of State Syndicates 
worked out by a special SEC commission, the composition 
of the syndicate was very clearly defined. Only state in¬ 
dustrial and trading enterprises operating on self-financ¬ 
ing principles, and joint-stock companies dominated by 
state capital could become members. As a consequence, by 


the end of the reconstruction period, all access for private 
capital into Soviet syndicates had been cut off. 

Another point of principle in the organisation of syn¬ 
dicates was the demand that amalgamations should cover 
enterprises engaging in the same sort of production within 
a specific branch of industry. 

At the beginning of syndication, the SEC was faced 
with having to decide what exactly a syndicate should be: 
a narrowly specialised amalgamation or one with a broad 
range of functions. There were no firm views on this at 
first, and the SEC advocated narrowly specialised syndi¬ 
cates. This is why the first projects for syndication in the 
textile industry intended to put an economic centre at the 
head of a group of trusts for each type of fibre to unite 
the trading and supplies departments of trusts. It was pro¬ 
posed that three types of centre should be set up: syndi¬ 
cates specialising in cotton, wool and linen. This, in fact, 
meant the creation of three syndicates according to types 
of fibre, and in this case the Council of Syndicates would 
be no more than a convention of syndicates. When, howe¬ 
ver, the textile trusts came out in support of a single tex¬ 
tile trust, the SEC suggested that not only the textile in¬ 
dustry but also the clothing industry be united within a 
single syndicate, i.e., that a super-powerful syndicate be 
set up. This idea was not implemented, however. 

Neither the formation of narrowly specialised syndica¬ 
tes nor that of super-large amalgamations complied with 
the objective conditions for syndication of industry. Nar¬ 
row specialisation of syndicates would have led to the 
material and financial resources in industry being frag- 
mentated and would have meant the formation of mul¬ 
tiple centres, thus weakening the sales, procurement and 
supply activities of the amalgamations. Super-large amal¬ 
gamations would also have been harmful, however, as 
this would have meant that the syndicate paid less atten¬ 
tion to individual industries and lost sight of the produc¬ 
tion needs of trusts and enterprises. Both approaches 
would have held back the reconstruction of state industry. 

By the end of the reconstruction period, with whole 


















industries pursuing a unified economic and technical poli¬ 
cy, the question arose of the need for larger syndicates. 
The country was on the threshold of industrialisation and 
it was urgent for such a policy to be implemented. The 
increase in the size of syndicates was facilitated by such 
factors as the high degree to which industrial production 
had been restored and the experience accumulated by the 
SEC in syndication. The policy was implemented by syn¬ 
dicates embracing non-syndicated state industry, by merg¬ 
ing the existing ones and by the sales functions and trade 
apparatus of the trusts being handed over to them. Over 
the short period from October 1, 1923 to August 1, 1925, 
the number of members of syndicates increased by 25 per 
cent, which testifies clearly to the fact that syndication 
was gaining momentum. At the same time, however, it 
is evidence that syndicates were growing in size. There 
were instances when related syndicates merged. At the 
end of 1925, the Fats and Butter syndicates merged into a 
single syndicate. The South Steel Syndicate serves as an 
example of an increase in the scale of syndicates by trans¬ 
ferring the sales functions and trade apparatus of the 
trusts. In the autumn of 1925, the syndicate renounced its 
sales functions and switched over entirely to metal produc¬ 
tion. This decision was explained by the fact that, with 
the metal shortage, the SEC virtually distributed metal 
through specialised sales organisations. In these conditions, 
the South Steel Syndicate could not sell metal and it 
was not profitable for it to maintain a large trading appa¬ 
ratus. Moreover, the syndicate’s production interests per¬ 
sistently dictated that funds be transferred from trade to 
production. This is why the syndicate handed over its 
warehouses and outlets to the Metal Syndicate of the 
Central Area. 

In the course of syndication, the SEC came up against 
the fairly difficult question of the forms of participation 
by state trusts and enterprises in syndicates. The methods 
inherent in a capitalist economy were fundamentally un¬ 
acceptable in the Soviet economy. Amalgamation could not 
be effected by strong enterprises swallowing up weak ones, 


or by buying up shares on the stock exchange, by making 
use of the industrial enterprises’ dependence on the banks. 
In the socialist economy during the reconstruction period, 
three forms of syndication were possible: 

1. Voluntary participation of trusts and independent 
enterprises; 

2. Compulsory syndication; and 

3. A form of amalgamation in which participation was 
voluntary for some members and compulsory for others. 

The SEC made use of all these methods, but varied the 
balance between them at different stages of syndication. 
When it first started forming syndicates, the SEC adhered 
to the first two methods of participation, sometimes giving 
preference to compulsion. With the issue ol the April 10, 
1923 Decree on trusts, the situation took a sharp turn. The 
decree permitted participation in syndicates and left the 
SEC the right of sanction. The trusts did not fail to make 
use of the possibilities presented to them by the decree, 
and in the spring and summer of 1923, a wide-spread 
revision was made of relations within syndicates, in favoui 
of trusts. With the exception of Oil Syndicate, 1 virtually 
all amalgamations based on compulsory participation were 
abolished. The voluntary principle became dominant in 
the formation of syndicates. The failure of compulsory 
syndication was no chance: the SEC did not succeed in 
combining trusts into syndicates by purely administrative 
methods because, as the Twelfth Congress of the Com¬ 
munist Party stated in its resolution “On Industry , the 
compulsory nature of syndication should have been pie- 
pared economically and commercially justified”.' 2 

During the first years of NEP, voluntary participation 
by trusts in syndicates must be considered as having been, 

1 The specific features of the oil industry, connected with the 
tanker fleet, which could not he divided up among trusts, and the 
strictly distributive nature of the amalgamation made it impossible 
cither to abolish or to re-organise the Oil Syndicate. 

2 The CPSU in the Resolutions and Decisions of Its Congresses, 
Conferences and Plenary Sessions of Its Central Committee, Vol. 2, 
1970, p. 419 (in Russian). 






















in general, of great economic expedience. It allowed trusts 
to choose a form for organising their procurements and 
sales that most closely corresponded to their interests, and 
created favourable conditions for enterprises within syndi¬ 
cates to stand up for their rights and interests. This com¬ 
pelled the syndicate to pay closer attention to claims made 
by its members. 

One of the ways in which the syndication of industry 
was stimulated was giving the syndicates material assist¬ 
ance from the state when they formed. The SEC provided 
goods, raw material stocks and monetary funds to the syn¬ 
dicates. 

The scale of material assistance fluctuated in individual 
syndicates depending on the significance of the industry 
and its actual position. This assistance took different 
forms: sometimes materials and money were given to 
enterprises as long-term loans (as was the case with the 
Leather Syndicate, to which the SEC gave the materials 
and money of the former chief committee as long-term 
loans), and in other cases, no repayment was required (the 
SEC gave the Tobacco Syndicate all tobacco stocks seized 
during the war without requiring compensation). 

Along with these, other forms of material assistance were 
used. In the first place, this was SEC participation in syn¬ 
dicates, in which the SEC made large contributions. For 
example, the SEC held shares worth a million rubles in 
the Silicate Syndicate and 880,000 rubles in the Fishing 
Syndicate. The SEC usually paid for its shares with raw 
and other materials and commodities which the syndicate 
urgently required. Another important action by the SEC 
in this field was strengthening the syndicates’ material and 
monetary funds by merging syndicates and other sales 
amalgamations. 

An important way of speeding up the syndication of 
industry was the SEC’s method of distributing state orders. 
All state orders had to be fulfilled by the syndicates and 
only as an exception through other channels. The syndi¬ 
cates then distributed these orders among their members: 
in proportion to their production capacity and at the dis¬ 


cretion of the board and assembly of the syndicate’s com¬ 
missioners. Finding great difficulty in selling their output, 
trusts and enterprises were interested in a guaranteed mar¬ 
ket and they strove to obtain state orders for themselves. 
Since these orders were only distributed through the syn¬ 
dicates, trusts and independent enterprises were compelled, 
in search for the market, to join syndicates. 

Credit and tax relief given to syndicates were of fun¬ 
damental significance. Notably, state subsidies and cre¬ 
dits were distributed through the syndicates, loans and raw 
materials procurement were centralised in them and they 
enjoyed advantages over non-syndicated industry in the 
payment of excise duty. A longer period for paying excise 
duty meant that the syndicate’s money could stay in circu¬ 
lation longer. Moreover, since the excise duty was estab¬ 
lished in depreciating state bank-notes, the syndicate 
made big gains on the difference in their exchange value. 

Certain branches of industry, including, for example, 
the textile, leather and printing industries, were to be pro¬ 
vided with imported materials, but not even the trusts, let 
alone individual enterprises, had the right to enter the 
foreign market. Only syndicates were empowered to do 
this. Import credit was also concentrated in syndicates. 
As a consequence, trusts and enterprises that required im¬ 
ported products were again compelled to join syndicates. 

Without resorting to administrative methods of influen¬ 
ce, the SEC succeeded in building up syndicate organisa¬ 
tions in almost all branches of industry. 

However, voluntary participation in syndicates by trusts 
and enterprises had harmful consequences as well. The 
right to freely enter or leave syndicates meant that, 
although the skeleton of the syndicate was usually pre¬ 
served, it was nonetheless constantly shifting. New parti¬ 
cipants in syndicates were, as a rule, small trusts and indi¬ 
vidual enterprises. 

Moreover, this right did not help strengthen discipline 
among the members of the syndicate, who did exactly 
what was profitable for them and refused to do anything 
that was against their interests. This upset contractual dis- 
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ciplinc and economic links within syndicates. The general 
position of syndicates was weakened as a result. 

In 1924, the attitude of the SEC (USSR) towards the 
voluntary participation of trusts and enterprises in syn¬ 
dicates began to change, as the positive aspects of volun¬ 
tary participation had already been exhausted, while the 
negative consequences became increasingly evident in the 
autumn of 1923 crisis. Another reason was new trends in 
syndication. Syndicates were now regarded not as the sales 
apparatus of trusts, but as an important component in the 
management system for state industry. For this reason, the 
attitude of the Union SEC to the formation of syndicates 
became the same as if it were yet another state organisa¬ 
tion. It gave up indirect influence on the syndication of 
industry in favour of direct participation in the formation 
of syndicates. Administrative methods began to be used 
more widely, ruling out the voluntary principle. 

This transition did not take place immediately, how¬ 
ever. At first, mixed participation in syndicates was prac¬ 
tised. In February 1924, for example, on considering the 
relations between the Salt Syndicate and salt trusts, the 
SEC (USSR) Presidium adopted a decision that the five 
major trusts were to join the syndicate, while the other 
trusts were allowed to continue voluntary relations with 
the syndicate, as before. In the autumn of 1924, the 
Fishing Syndicate was set up by a CPC resolution and the 
number of its participants was decided by the Council of 
People’s Commissars, i.e., the voluntary principle was 
abandoned for good. 

The syndicates were set up mainly as sales organisa¬ 
tions for state industry. For an understanding of the syn¬ 
dication policy, the attitude of the SEC towards the con¬ 
cept of industrial sales is important. Up to 1925, it was 
considered that the sales activities of industry could 
develop in different forms — from large-scale wholesale 
to retail — and in 1923-1925, in the pursuit of buyers, the 
syndicates developed retail trade. 

The development of retail trade allowed the syndicates 
to somewhat alleviate the difficulties they were expericnc- 
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ing over sales and to receive additional money, which they 
urgently needed. The spread of syndicate-backed retail 
trade was furthered by factors such as the relative weak¬ 
ness of state trade and the prejudice of certain Soviet 
managers against co-operatives. On the other hand, howe¬ 
ver, the involvement in retail trade diverted the syndicates 
from the main tasks involved in syndication, led to a rise 
in trade expenditure and diverted funds from production. 
With the spread of syndicate retail trade, competition in¬ 
creased among state trading organisations and between 
them and co-operatives. In order to eliminate these unde¬ 
sirable aspects and divert money back into production, the 
attitude towards syndicates’ retail trade had to be revised. 

At the end of 1924, the SEC came out against syndicate 
retail trade as it considered that neither the syndicates nor 
any other sales organisations for state industry should, as 
a rule, engage in retail trade, lhe All-Union Conference 
of SEC agencies held in December 1924 recognised that 
retail trade in state industry was inadmissible in principle. 

The SEC intended to rely on the co-operative sales 
apparatus. This position corresponded to the Party’s gen¬ 
eral line on co-operative construction. Lenin’s work ‘'On 
Co-operation” and the decisions of the Fourteenth Con¬ 
ference stressed that co-operation was the socio-economic 
form of link between the state economy and small com¬ 
modity producers in villages. Co-operation gave the state 
the opportunity to establish control and regulate both 
small-scale agricultural production and commodity turn¬ 
over in the country. The resolutions of the Fourteenth Party 
Conference stated that, considering the consumer co-ope¬ 
rative as “the main, basic link in the commodity chain, 
state industry must sell its output primarily through the 
consumer co-operatives, using private capital only where 
the co-operatives are unable to serve all the commodity 
turnover.” 1 

1 The CPSU in the Resolutions and Decisions of Its Congresses, 
Conferences and Plenary Sessions of Its Central Committee, Vol. 3, 
1970, p. 200 (in Russian). 
















The handing-over of state industry output sales mainly 
to co-operatives presented the SEC with the problem of 
adjusting their relations. In June 1925, the Policy Depart¬ 
ment of the Union SEC published a report entitled “The 
Relations Between State Industry and Co-operatives”, 
which indicated that these relations should have a contrac¬ 
tual basis, on the condition of mutual commercial benefit. 

An important role was played in the regulation of these 
relations by the Resolution of the Co-operative Con¬ 
ference of the Central Committee of the Communist Party 
held in August 1925. This resolution noted that the up¬ 
swing in the national economy of the USSR made it both 
possible and necessary to increase the role of co-operatives 
in the sale of industrial output. It said that the consumer 
co-operative should, therefore, be considered as the main 
agent of state industry facilitating the movement of its 
goods on to the open market, particularly in the country¬ 
side. The resolution stated in this connection that, in 
order to increase the role of the consumer co-operatives, 
they were to be granted preferential rights in receiving in¬ 
dustrial goods. The question was also brought up of trusts 
and syndicates gradually increasing the role of co¬ 
operatives in selling state industrial articles and in pro¬ 
curing agricultural produce. 

An agreement was concluded between the SEC and 
Centrosoyus on the relations between state industry and 
consumer co-operatives. It was intended to consolidate 
co-operatives as a unified system, to increase their role in 
supplying the broad masses of the population with com¬ 
modities and to cut overhead costs. In accordance with 
this agreement, the SEC took over supplying all consumer 
co-operatives with the industrial goods they needed, while 
the consumer co-operatives undertook to cut overheads 
further, reduce outlays on the apparatus and trade mark¬ 
ups in all its components. All relations between state 
industry and consumer co-operatives were to be on a con¬ 
tractual basis. 

The transfer of retail trade to consumer co-operatives 
did not mean a cut-back in the sales of state industry. On 
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the contrary, as reconstruction gained momentum sales 
activities expanded. This is why, right from the beginning 
of the syndication of industry, one of the most pressing 
problems was to regulate sales and create special bodies 
for this purpose. 

In 1922, within the Central Supply Administration 
(CSA) a specialised board was set up to regulate trade; 
it dealt with trade policy, the economics of internal trade, 
accounting of trade turnover and control over the 
activities of SEC sales organisations. The aim prede¬ 
termined the organisational structure of the new board. 
It had a trade policy department which was to work out 
principles for state trade policy, issue documents on the 
regulation of commodity turnover and help trade to 
develop to the maximum. It also had to deal with credit 
and tax problems in industry, economics of internal 
trade, questions of transport and the state foreign-trade 
policy. The board was made up of an accounts depart¬ 
ment (accounting of trade operations, registration of 
demand and supply, and price analysis) and an inspection 
department to ensure that state interests were promoted 
in trade. 

While it played an important role in working out the 
principles to guide the development of trade policy, the 
board, however, was unable to fulfil its regulating func¬ 
tions to the extent required in the extremely difficult 
economic situation in the country. Its work proved to be 
significantly removed from the urgent problems of state 
industry sales. The board was unable to establish the 
necessary control over the trading activities of syndicates. 
The difficulties that arose in selling industrial output in 
1922 and the autumn of 1923, in particular, made it 
patently clear that it would be impossible to ensure a 
rapid advance of state industry without sales being pro¬ 
perly organised first. 

This is why, in 1924, regulation of sales was once 
again at the centre of attention of the SEC. The turning 
point in the relations between the SEC and the syndicates 
was the March 5, 1924 sitting of the SEC (USSR) Pre- 
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sidium. A decision was taken that the SEC should have 
closer contact with its trade apparatus. Since no special 
agency existed within the SEC to direct the syndicates, 
the SEC (USSR) Presidium recognised the need to 
organise a Trade Commission to make sure that syndicates 
and other SEC trade institutions fulfilled the Govern¬ 
ment’s resolutions on the regulation of trade, to work out 
measures to reduce overheads, to reduce the role of in¬ 
termediaries, wherever possible, and to determine whether 
the use of private capital was expedient or not. 

The work of the SEC Trade Commission developed 
mainly as discussion of the main issues concerning the 
syndicates. In this sense, it was of great significance in 
providing a precise definition of the various aspects of the 
SEC’s policy on syndicates. In the day-to-day regulation 
of the sales activities of state industry, the role of the 
Trade Commission was, however, quite small, but it was 
in this sphere that active intervention was required from 
the SEC. In order to strengthen its leading role in the 
organisation of syndicates, constant and effective control 
had to be established over the activities of the syndicates. 
With this goal in mind, in the spring of 1925, the Trade 
Policy and Price Department of the State Economic 
Administration was reorganised and a special subdepart¬ 
ment to deal with syndicates was set up. The nature of 
the department’s work also changed: it was transformed 
from a department for consultation and regulation into 
an agency for the day-to-day guidance of the activities 
of syndicates. 

The syndicate’s subdepartment was charged with re¬ 
viewing the trade, finance and current plans, estimates, 
reports and balance-sheets of syndicates, and with chang¬ 
ing their fixed capital and circulating assets, working out 
measures to regulate the market for syndicated industry, 
guiding the boards of syndicates on trade and finance, and 
organisational issues, and resolving conflicts between 
syndicates and their members. When questions concerning 
syndicates were outside the jurisdiction of the Trade 
Policy and Price Department, they were resolved in other 
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subdivisions of the SEC central apparatus, but with the 
obligatory participation of representatives from the 
syndicate’s subdepartment. In order to give the Trade 
Policy Department the opportunity to carry out regular 
supervision over the day-to-day activities ol the syndi¬ 
cates, the SEC (USSR) Presidium approved the pro¬ 
gramme for working accounts of syndicates. 

While consolidating its position in directing the sales 
activities of state industry, at the same time the SEC 
pursued a policy of strengthening the regulating role of 
syndicates on the market where raw materials and in¬ 
dustrial goods were sold. In November 1925, it was 
decided that syndicates and trusts of country-wide 
significance should be made responsible lor the general 
state of the market for the output ol syndicates, particular¬ 
ly in areas where they were the main sources of com¬ 
modity supply. 

The SEC policy of strengthening the role of syndicates 
in organising the sales and supplies activities of state 
industry was also manifested in its attempts to hand 
over all the sales operations of trusts exclusively to syn¬ 
dicates. 

During the reconstruction period, the SEC pursued a 
policy of gradually transforming syndicates into planning 
and regulating agencies. It began with the metal industry, 
for a number of reasons. On the one hand, the existence 
of two syndicates and the South Steel Trust with the 
functions of a syndicate in this industry brought up the 
question of setting up a co-ordinating centre. On the 
other hand, the metal industry was more dependent 
on state orders and monetary subsidies than other indus¬ 
tries. 

In February 1923, a constituent assembly of the metal 
industry convention was held, organised by the Chief 
Metal Committee of the SEC. It included the Urals Metal 
Syndicate, the Metal Syndicate of the Central Region and 
the South Steel Trust. Later the need arose to expand the 
convention to include metal trusts and individual large 
enterprises. In 1924-1925, the convention was faced with 
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the task of bringing the sales activities of syndicated 
industry into closer contact with production. 

The convention of metal syndicates helped reduce the 
competition among trusts and brought the selling prices 
of metal and metal wares closer to their prime cost. The 
results of the convention’s work were assessed highly. 

The SEC did not, however, extend its initiative beyond 
the metal industry and only at the end of the reconstruc¬ 
tion period did it return to the idea of turning syndicates 
into the SEC planning and regulating bodies. The 
departure from the voluntary principle and the forma¬ 
tion of syndicates according to the usual administrative 
procedure created additional preconditions for complet¬ 
ing the set tasks. It was a matter of reviving the council 
of syndicates, but not as a representative body of syndi¬ 
cated industry, but as a SEC agency for regulating the 
sales and procurement activities of state industry. At the 
same time, the question was raised of setting up a peri¬ 
pheral apparatus of the council of syndicates in all major 
centres, which would allow the council to observe the 
state of the market, and grain and raw material procure¬ 
ments everywhere. 

The conference of representatives from syndicates that 
was convoked in December 1925 to discuss the organisa¬ 
tion of the council of syndicates gave its unanimous sup¬ 
port to the proposal that a special commission be set up 
to work out a statute of the council of syndicates. At the 
same time, preparations began for establishing peripheral 
branches of the Council. 

The problem of regulating sales and supplies in state 
industry was solved by the SEC in yet another way. The 
relations between syndicates and also between syndicated 
industry and its contractors (non-syndicated enterprises 
and trusts, co-operatives and so on) had to be regulated 
by introducing and improving forms of contract. 

During the War Communism period, industry adapted 
to the way the Soviet state made distributions, but with the 
transition to NEP, the situation changed fundamentally. 
Enterprises were taken off the list of state supplies and 
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transferred on to the self-supporting basis. This meant 
that new forms of economic relations developed between 
enterprises. State industry transferred from distributive 
principles of supply and sales to contractual relations. 
At first, the enterprises and amalgamations transferred on 
to the self-supporting principle adhered to contracts that 
differed little from those used in the private sector. The 
almost total freedom they were granted in establishing 
economic links meant that, in their pursuit of circulating 
assets, they were governed in their relations with con¬ 
tractors by profit considerations only. 

This economic freedom, however, conflicted with the 
planned nature of the Soviet economy. The sharp rise in 
prices in 1922-1923 under the pretext of achieving 
“rehabilitation prices” in industry, and the increasingly 
fierce competition on the markets of the Central region, 
while the outlying areas received few industrial goods, 
were the warning signs that could not but alarm the SEC. 
These harmful factors could only be eliminated by 
strengthening the planning basis of the relations between 
state industry and its contractors. The objective need 
to enhance the role of planning in the organisation ol 
supplies and sales in state industry was reflected in 
the attempts by the SEC to resolve this issue by 
improving day-to-day planning, introducing a system 
of general agreements and strengthening contractual 
discipline. 

The quarterly plans for deliveries compiled by 
syndicates were of considerable significance for the sup¬ 
plies and sales of state industry. They made it possible 
to regulate the sales and material and technical supplies 
of trusts and enterprises to a considerable extent. There 
were, however, serious drawbacks in the system of 
quarterly delivery plans: the plans were drawn up only 
a short time before the beginning of the planning period; 
they did not always take account of the requests and pos¬ 
sibilities of the subordinate branches, and they did not 
adjust the sales programmes with the plans for raw 
materials and foodstuffs procurements. These factors 
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reduced the efficiency of the quarterly planning of de¬ 
liveries. 

In November 1925, the SEC (USSR) Presidium turned 
the attention of syndicates to these shortcomings and, in 
its letter to the boards of syndicates, it outlined a number 
of measures for improving the planning of syndicates’ 
sales. In particular, it raised the question of working out 
a general approach to the planning of sales. The letter 
stressed that each syndicate should draw up its delivery 
plans independently, taking account of the conditions in 
the given branch of industry. The SEC (USSR) Presidium 
defined the different aspects of delivery plans more 
clearly, indicating that they should reflect the expected 
output, the saturation level of the market with local pro¬ 
ducts, the suggested list of contractors and relations with 
them, the adjustment of the capacity of the syndicate’s 
branches with their grain and raw materials procurement 
plans and so on. 

In order to improve planning in the supplies and sales 
of state industry, the SEC concluded general agreements. 
The goal of the agreement was not only to protect the con¬ 
tractors, but also to ensure planned co-ordination of their 
supplies and sales. It established the general conditions for 
sale, fixed prices, and defined the procedure for the 
supply of goods. General agreements were concluded for 
one or two years. State industry thus went over from 
transactions to long-term agreements. General agreements 
were concluded between different syndicates, syndicates 
and trusts, and syndicates and Centrosoyus. 

Whereas in the first years of NEP, the contracts 
covered individual enterprises and trusts, with the transi¬ 
tion to general agreements, long-term relations spread to 
whole industries. General agreements were the basis for 
trade agreements to be concluded among the lower com¬ 
ponents of the contracting parties. These agreements 
clearly defined the range and quantity of goods, the con¬ 
ditions for payment and the place of delivery, and estab¬ 
lished the responsibility of the parties for non-fulfilment 
of the obligations they assumed. 


One of the most widely used means of regulating the 
sales of state industry during the reconstruction period 
was the distribution of markets among the sellers, a 
practice that made it possible to obviate harmful competi¬ 
tion among trusts, to supply the domestic market more 
evenly with industrial goods and take more account of 
local needs. At the same time, however, this practice led 
to the trust being established in a monopoly position on 
the given market and this reduced its incentive to improve 
the quality of industrial output and cut costs. On the other 
hand, as they were linked with a market of a definite 
capacity, the trusts could not increase their volume of 
production, even if they had the necessary technical and 
material resources. By the end of the reconstruction 
period, when it became vitally important to increase pro¬ 
duction, improve quality and cut costs, the expediency 
introducing the new system of sales on a wider scale be¬ 
came obvious. In 1925, therefore, the question was raised 
of radically revising the methods used for regulating the 
sales of state industry. 

The SEC rejected the proposal that a way out of the 
situation should be sought by increasing competition among 
trusts, as all trusts would then have devoted their efforts 
to conquering the central market, while less profitable 
sales on the periphery (high transportation costs, increased 
turnover time and so on) would have been completely 
disrupted. Moreover, the experience of the second half of 
1924 and the beginning of 1925 showed that free com¬ 
petition among trusts and their pursuit of customers 
brought about increased debts in state industry and a 
sharp rise in bills returned under protest. 

The idea of centralising sales in syndicates became 
current among managers; it was supported by the SEC. 
The concentration of all sales in syndicates permitted the 
entire trading apparatus of the trusts to be placed under 
their jurisdiction and this meant it would be used more 
rationally and that the overheads in state industry would 
be cut. The increasing scale of sales operations furthered 
an improvement in the quality of industrial output, wider 




















standardisation of production and a stronger control over 
enterprises. One of the most important aspects of the SEC 
policy on syndicates was its attempt to co-ordinate the 
trading activities of amalgamations with the main produc¬ 
tion tasks of state industry. This problem could not be 
solved in a short-run campaign: it took the entire re¬ 
construction period. 

In the first NEP years, when the sales problem was 
particularly acute and the trusts were commercially 
helpless, the SEC had to concentrate on organising the 
sales of industrial products. This could not but find reflec¬ 
tion in the SEC policy on syndication, and the charters of 
syndicates speak much about trading relations within the 
amalgamation, but almost nothing about the part played 
by syndicates in organising the production activities of 
state industry. Having made the syndicates almost purely 
trading bodies, the SEC implemented its idea of combin¬ 
ing sales activities within state industry too. It was clear, 
however, that this one-sided approach to syndicates was 
short-lived, as the successful development of syndicate 
trade depended to a large extent on the establishment of 
close links with production. This was an indispensable 
condition, without which it would have been impossible 
to improve the quality of output, expand the product 
range, cut the production costs. The experience of 1922 
and 1923 showed that the separation of syndicates from 
their production base and the unnecessary pre-occupation 
with trade had unpleasant consequences, primarily for 
the syndicates themselves which, after the severe crisis 
at the end of 1923 and the beginning of 1924, were on 
the point of being abolished. This crisis could only be 
overcome by bringing the syndicates closer to industrial 
production. 

This need was first stressed by the Twelfth Party 
Congress in April 1923, when it pointed out in its resolu¬ 
tion that ‘‘the great functional independence of trusts and 
individual enterprises, the more flexible functioning 
of syndicates and the general situation in our industry 
necessitate greater collaboration between purely pro¬ 
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duction activities and purely commercial ones”. Without 
predetermining the organisational forms for this colla¬ 
boration, however, the congress emphasised the fact that 
“systematic study of experience accumulated in this sphere 
and the development of practical methods for collabora¬ 
tion between industry and trade is an urgent task that can 
only be solved by constant co-ordination of the efforts 
of the SEC, the People’s Commissariat for Foreign Trade 
and the People’s Commissariat for Internal Trade, and 
by active participation of Gosplan under the general 
supervision of the Council of Labour and Defence”. 1 

The process in which the trade and production 
activities of state industry were brought into closer contact 
developed intensively at the end of 1924, when the SEC 
of the USSR began to deal with these issues. An im¬ 
portant role was played by the All-Union Conference of 
SEC agencies held in December 1924. This conference 
considered using the syndicates to raise labour pro¬ 
ductivity in industry and to cut retail prices. In fact, this 
meant determining the range of products, limiting the 
quantity of types of industrial goods produced, standard¬ 
ising raw materials and output, reducing overheads and 
so on. 

The syndicates did not, however, embrace all state 
industry. A large number of small and medium-size in¬ 
dustrial enterprises and almost all local industry was 
outside the syndicate system and, consequently, the SEC 
could not exert overall supervision of all state industry 
through the syndicates. In the first two years of economic 
rehabilitation, there was no need to organise special 
agencies for supervising whole industries. Reconstruction 
involved, primarily, syndicated enterprises. Thus, with 
the syndicates, the existence of directorates and depart¬ 
ments within the Central Administration of State Industry 
(CASI) and the Chief Economic Administration (CEA) 


1 The CI’SU in the Resolutions and Decisions of Its Congresses, 
Conferences end Plenary Sessions of Us Central Committee, Vol. 2, 
p. 420. 
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fully satisfied the country’s needs in the overall regulation 
of industry. As the rate of reconstruction increased and 
the number of operating enterprises rose, it became in¬ 
creasingly difficult to manage industry with the help of 
the existing organisational structure. Moreover, trade was 
being increasingly concentrated in the syndicates, while 
the trusts that joined them reverted to being purely pro¬ 
duction amalgamations. In these conditions, neither the 
syndicates nor the existing SEC departments could ensure 
a unified economic and technical policy within individual 
branches of industry. The former were in no position to 
do this because their activities did not cover the whole of 
their respective industries (with the exception of the Oil 
Syndicate), and nor were the latter, because their func¬ 
tions were so specialised (the CASI dealt with operation 
and technical problems, and the CEA, with planning and 
economic policy). In the middle of the reconstruction 
period, the need arose to set up a body that would be able 
to co-ordinate the production and trading activities of a 
particular industry. 

In 1924, it was the standing conferences that became 
these bodies. These were formed either under the CEA 
of the USSR Supreme Economic Council or under the 
Economic Administration of the RSFSR Supreme 
Economic Council. Thus, by the end of the reconstruction 
period, there were standing conferences for the leather, 
chemical, silicate and construction industries in the CEA. 
Under the Economic Administration of the SEC (RSFSR), 
a standing conference was formed for the clothing in¬ 
dustry. These conferences dealt with the development 
problems of the industry (the preparation of drafts for 
SEC resolutions concerning the industry, the drawing-up 
of production and raw materials procurement plans, the 
development of programmes for finance and concentration 
of production). They also dealt with co-ordinating the 
regulating functions of the corresponding syndicate or 
convention. Different bodies grew up in other branches of 
industry with similar goals and functions to those of the 
standing conferences (for example, in the oil industry this 


body was the Council of the Oil Industry). For all their 
diversity, the standing conferences had certain common 
features. First, they united both syndicated and non- 
syndicated state industry within the given branch. Second, 
by the nature of their activities, they were regulat¬ 
ing agencies. Third, one of their main lines of activity 
was to solve the scientific and technical problems of in¬ 
dustry. 

It soon became clear, however, that there were draw¬ 
backs in the organisation of standing conferences. In some 
branches of industry, other institutions functioned along¬ 
side the standing conferences, dealing almost with the 
same problems. The absence of one single planning and 
regulating centre prevented the standing conferences from 
fulfilling the tasks set before them, and so the SEC 
(USSR)"began to set up committees. In August 1925, the 
SEC (USSR) Presidium adopted a resolution to set up a 
chemical committee under the CEA and to transfer the 
chemical and glass-making sections of the CEA depart¬ 
ment for the organisation of industry under its jurisdic¬ 
tion. In October 1925, the CEA board decided to form 
a silk bureau under the SEC (USSR) before setting up an 
All-Union Silk Committee. The bureau was to be guided 
by CEA directives in its practical activities. 

By expanding the scale of syndication and strengthen¬ 
ing the syndicates organisationally and economically, the 
SEC, at the same time, facilitated the transformation of 
the syndicates into branch agencies for regulating state 
industry. Having extended the limits of their sales and 
procurement activities, the syndicates were able to exeit 
a greater influence on the production activities of trusts 
and independent enterprises. In this way, by the end of 
the reconstruction period, co-ordination of the sales and 
production activities of state industry was achieved 
through committees and bureaus being set up under the 
SEC "(USSR) and through organisational and economic 
consolidation of syndicates. 

The transition to the New Economic Policy, the transfer 
of enterprises on to the self-supporting basis and their 
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withdrawal from the state supply list once again raised the 
question of organising raw materials procurement. The 
pi ocurement system that had been employed during the 
Civil War and foreign intervention had to make way for 
other forms and methods of procurement more consistent 
with the new conditions of economic development. This 
meant a certain decentralisation of procurement in state 
industry and a change in the methods by which procure¬ 
ments were made. Having been provided with circulating 
assets, the enterprise had to supply itself with raw and 
other materials and fuel. This solution to the problem of 
organising procurements played a certain role in reviv¬ 
ing industry, but this practice was not justified in all in¬ 
dustries. Whereas the leather, soap and silicate enterprises 
could restore production on the basis of local raw 
materials, the cotton and cloth enterprises were situated 
a long way from their sources of raw materials and it 
would have been both expensive and inefficient for them 
to set up their own procurement agencies. Besides, this 
practice led to the fragmentation of funds, which under¬ 
mined the financial basis of the enterprise. It detracted 
attention from production and triggered unnecessary com¬ 
petition between procurement agencies on the market. 

With the formation of trusts in industry, changes took 
place in this sphere, but even with the existence of trusts, 
a need was felt for special procurement organisations. It 
was burdensome for the trusts to deal directly with the 
producers of raw materials, and the SEC was compelled 
to organise special raw material societies. Thus, the SEC’s 
attempt to satisfy the demands of state industry for im¬ 
ported equipment and materials could only be made if 
independent procurements were organised for exported 
raw materials. With this end in view, an export and pro¬ 
curement office was set up under the SEC’s Central Trade 
Organisation. 

The next step in the centralisation of procurements was 
made when syndicates were formed. Some syndicates 
dealt predominantly with procurements (the Tobacco, 
Match and other syndicates). At the end of the reconstruc¬ 
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tion period, a tendency emerged to turn such syndicates 
into raw material societies. On the basis of the abolished 
Tobacco Syndicate, for example, a joint-stock society, 
Tobacco Raw Materials, was created, and something 
similar happened in the match industry. Although the 
Match Syndicate had been reconstituted by the end of 
1924, it was deprived of its sales functions and differed 
little from a raw materials society. Initially, the syndicates 
supplied only their own members with raw materials, but 
later, the SEC (USSR) charged them with procuring raw 
materials both for syndicated and non-syndicated industry 
(although not all syndicates were in position to do this). 

It was an important task for the SEC to draw the co¬ 
operatives into the procurement of industrial raw 
materials. Even before the Revolution, the consumer co¬ 
operatives were engaged not only in sales, but also in the 
procurement of agricultural raw materials (leather, bristle, 
flax, tobacco, and so on). The co-operatives had con¬ 
siderable experience in procurement and the appropriate 
apparatus, but the methods used by the state during the 
Civil War and foreign intervention to procure materials 
(state monopoly in leather, tobacco and native tobacco 
materials, surplus food requisitioning and direct commodity 
exchange) resulted in the consumer co-operatives being 
almost completely cut off from the procurement of in¬ 
dustrial raw materials. With the transition to NEP, the 
SEC began drawing the consumer co-operatives into pro¬ 
curement of such raw materials as flax, tobacco and 
leather, relying almost completely on the procurement 
agencies of the consumer co-operatives in areas where the 
state apparatus was either weak or non-existent. 

An important role was played in drawing co-operatives 
into the procurement of agricultural raw materials for 
industry by a resolution of the co-operative conference, 
approved by the Central Committee of the Communist 
Party in July 1925. This document drew attention to the 
need to involve co-operatives into procuring agricultural 
produce on a wider scale. It raised the question of what 
concrete forms the relations between state industry and 

















co-opcratives should take. On this point, the resolution 
stated that the work of state industry and agricultural 
co-operatives on procurement of raw materials and grain 
must be based on contracts. These were to be mutually 
advantageous and make sure that obligations of both sides 
were fulfilled, so that the co-operatives supplied state 
organisations (trusts, syndicates and organised local in¬ 
dustry) with raw materials and grain first, and according 
to their participation in the general procurements of the 
given material or grain. The decision of the co-operative 
conference stated that, in areas where potato co-operatives 
were strong enough financially and economically to deal 
with the procurement of potatoes, potato procurements 
should be made exclusively through the co-operatives. 
This resolution was the foundation for the further work 
of the SEC in organising agricultural procurements for 
industry. To help implement this resolution of the co¬ 
operative conference, the SEC gave its assistance in 
establishing contractual relations between the syndicates 
and Centrosoyus and other co-operative organisations in 
the joint procurement of agricultural raw materials. 

By transferring procurement from individual enterprises 
to trusts, and then to syndicates, the SEC pursued a con¬ 
sistent policy of centralising material procurements. The 
growing scale of the procurement campaign called for an 
expansion of the procurement apparatus, which, in turn, 
necessitated additional outlays. In drawing the co¬ 
operatives into this work on a wide scale, the SEC made 
this task considerably easier and could divert some state 
industry funds from procurements to production, which 
was in keeping with the state's general industrial policy. 

In centralising procurements of agricultural raw 
materials, the SEC came out against procurement functions 
being transferred to local economic authorities. In handing 
these functions over to the syndicates, the SEC gave the 
procurement bodies a specialised nature within a given 
field of production. In the textile industry, for example, 
there were specialised procurement agencies for each type 
of fibre—the wool, cotton and flax. In the tobacco in¬ 


dustry, the procurement of raw materials was concentrated 
in the Tobacco Raw Materials Joint-Stock Society. In 
other branches of industry, it was the syndicates them¬ 
selves that procured materials (the Leather Syndicate, for 
example). Relations between syndicates and their procu¬ 
rement agencies were based on contracts. 

The existence of a number of procurement agencies 
necessitated co-ordination of their activities and, to this 
end, in May 1924, a raw materials commission was set 
up. The work of this commission was to find out in¬ 
dustry’s requirements of raw materials and co-ordinate the 
interests of industry with imports and exports. 

Another important aspect of the SEC’s work was devel¬ 
oping new procurement methods. With the abolition of the 
food-requisitioning system and the state monopoly on 
individual types of raw materials, the field of compulsory 
procurements contracted sharply. Some materials con¬ 
tinued to reach state industry as tax in kind in the form 
of compulsory quotas, but they made up an insignificant 
proportion of what was required, and, from 1923 onwards, 
taxes began to be levied not in kind, but in cash. This 
meant that the state had virtually renounced compulsory 
procurements. In these conditions, a major role in procu¬ 
rements was to be played by economic incentives. 

From the end of 1921, the Supreme Economic Council 
adhered to a contractual system, that made it possible 
both to stimulate the advance of productive forces in agri¬ 
culture and, to a certain degree, to guarantee that raw 
materials reached state industry. The combination of these 
factors predominated in the SEC policy on agricultural 
procurements. The producers themselves also had an in¬ 
terest in contracts with state industry, for these gave them 
significant economic privileges. Namely, advances were 
granted to them on future harvest, consumer goods were 
sold at below market price, the peasants were supplied 
with seed and so on. 

When considering the foundation on which the SEC 
procurement policy was based, the problem of procure¬ 
ment prices must be examined. The essence of this problem 



















consisted in determining the costing components. A solu¬ 
tion was made difficult by the fact that procurement 
prices had to be calculated in a disrupted economy and 
monetary system. Not only the usual price-formation 
components had to be taken into account, but also the 
specific factors characteristic of the first years of the re¬ 
construction period (depreciation of bank-notes, the in¬ 
troduction of an arbitrary exchange rate for the ruble by 
the People’s Commissariat for Finance, the deterioration 
in credit conditions and so on). Underestimation of these 
factors was extremely detrimental to procurement work. 

In December 1921, for example, the PGF set a price of 
18 gold rubles per pood (16 kg) of cotton, on the basis of * 
pre-war prices and current prices on the Liverpool > 
market. However, no account was taken of factors such 
as the arbitrary ruble exchange rate, credit conditions 
and the like. As a result, the actual price of cotton did 
not exceed six rubles a pood, and the Chief Cotton Com¬ 
mittee received 17 million rubles less from industry in . 
1922. Later, however, the Chief Cotton Committee 
achieved a rise in the real price of cotton to 10.8 golden 
rubles a pood from the trusts, but even then, it was 
getting only half the price set by the PCF. This did little, 
of course, to assist the procurement work of the SEC. 

The SEC was faced with the task of determining its 
general approach to the problem of price formation in the 
conditions of the first NEP years. It held the view that 
when prices were computed, production costs should be 
taken into account together with a certain income to be 
derived by the raw material producer, for only in that 
case would he have an interest in the production and sale 
of raw materials to state procurement agencies. In turn, 
the latter sold the materials at the procurement price 
plus overheads to maintain their staff. 

The form of payment for raw materials procured is of 
interest. On the one hand, the transition to NEP meant 
a growth in commodity-money relations and there seemed 
to be no doubt about the form of payment. On the other 
hand, however, the period was unique in that the transi- 
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tion to commodity-money relations took place under a 
commodity shortage and depreciation of the Soviet ruble. 
This made cash payment undesirable for the materials 
producer, and so the All-Russia Central Executive Com¬ 
mittee's resolution of August 18, 1921 permitted pay¬ 
ment for goods not only in cash, but also by any other 
equivalent (such as grain). In 1921-1922, the SEC adhered 
to this practice, but from the beginning of 1922, a clear 
trend was observed in procurements away from com¬ 
modity exchange, in favour of cash payments. The first 
step in this direction was made in cotton procurements. 

Supply and sales in state industry could only be 
organised successfully if qualified specialists were 
available in adequate numbers, and at first the SEC and 
the syndicates relied mainly on personnel trained before 
the Revolution. However, specialists were needed who 
understood the goals and tasks of the economic policy of 
the Soviet state and were able to implement it. For this 
reason, the SEC organised the training of new trade 
personnel: courses were set up for Soviet trade officials, 
both at business clubs and within the SEC framework. 
All economic institutions were given the right to send 
their workers to these courses. Moreover, trade workers 
were trained to work abroad at special courses set up 
under the People’s Commissariat for Foreign Affairs. 

4. Syndicates Within the Management System 

for State Industry During the Reconstruction Period 

During the reconstruction period, syndicates held an 
extremely important place in the management system for 
state industry. In the first 18 months, the syndicates com¬ 
bined 189 of the 360 trusts then in existence, or 50 per 
cent of the enterprises and 79 per cent of the labour force 
of all trusts. Later, the percentage of state industry in¬ 
tegrated within the syndicates rose even further. 

'Table 1 shows the growth of syndicated industry (in 
the syndicates’ share of output as a percentage of the 
overall output of the given industry). 
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Table 1 


Industry 

1923/24 

1924/25 

1925/26 

Textile 

34.0 

39.5 

04.0 

Metal 

20.5 

27.7 

33.7 

Oil 

08.2 

9S.9 

99.0 

Leather 

49.8 

49.3 

54.4 

Silicate 

33.8 

33.0 

42.4 

Fishing 

— 

45.8 

74.0 

Salt 

08.0 

74.6 

92.4 

Animal fats 

11.0 

20.0 

40.0 

Match 

_ 


11.9 

Native tobacco 

13.2 

31.8 

37.0 

Starch and molasses 

— 

72.0 

81.0 


For the majority of syndicates, their main activity was 
selling' the output of syndicated enterprises, that is, the 
sale ot industrial output on the domestic market and 
participation of syndicates in export and import opera¬ 
tions. Their work on organising sales of industrial output 
on the domestic market was of particularly great 
significance. During the period from 1923-24 to 1925-26, 
the syndicates turnover on the domestic market increased 
Irom 897.2 to 2, 793.2 million rubles, or more than three¬ 
fold. Syndicates such as the All-Union Textile Syndicate, 
the Urals Metal Syndicate, the Oil Syndicate and the 
All-Union Leather Syndicate had particularly large 
turnovers. In 1925 and 1926, their share of the total 
turnover of syndicates in the sale of industrial output on 
the domestic market was 55.1 per cent. 


Table 2 

Agency 

1923/24 

1924/25 

1925/26 

State organisations 

45.0 

42.2 

38.9 

Co-operatives 

36.4 

44.4 

51.4 

Private 

18.0 

13.4 

9.7 

Total 

100.0 

100.0 

100.0 
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The operations of syndicates on the domestic market 
involved both wholesale and retail turnover, but the for¬ 
mer was of greater significance (93 per cent of the total). 

The distribution of these wholesale operations accord¬ 
ing to type of agency is of some interest (in per cent, 
see 7 able 2 on p. 226). 

These data show two trends in the sales activities of 
syndicates. On the one hand, there was a constant fall in 
the share of private capital in the turnover of syndicates 
on the domestic market (from 1923/24 to 1925/26, it 
almost halved), and, on the other hand, there was an in¬ 
tensive increase in the role of the co-operatives. In 
1925/26, their share of the turnover of syndicates on the 
domestic market was already more than half. 1 he co¬ 
operatives became the syndicates’ main contractors, which 
was fully in line with the policy of the SEC (USSR) of 
handing over retail sales of the output of syndicated in¬ 
dustry to the co-opcratives. 

We have discussed the relations between syndicates and 
co-opcratives in connection with the main aspects of the 
SEC policy towards syndicates. Up to 1925, these relations 
were regulated mainly by normal commercial transactions, 
but one-time trading agreements were not in keeping 
with the Party’s policy directed towards strengthening the 
planning principles in the Soviet economy. From the end 
of 1925, therefore, the transition began to a new procedure 
in the relations between syndicated industry and Centro- 
soyus by abandoning one-time transactions in favour of 
long-term agreements. 

The first steps in this direction were made at the 
beginning of the industry syndication period. In October 
1922, the Sugar Trust and, in March 1923, the Salt 
Syndicate concluded contracts with Centrosoyus to sell a 
part of their output through it. However, the syndicates 
sold only an insignificant proportion of their output 
through the co-operatives. 

After the sales crisis in the autumn of 1923, both the 
syndicates and Centrosoyus cooled towards long-term 
agreements, for two main reasons: industry considered 
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that the co-operatives did not have sufficient capacity 
to bring their output to the peasant market, while the 
co-operatives accused the syndicates of failure to supply 
them regularly with the goods covered by the contracts. 
Shirking long-term agreements with Centrosoyus, how¬ 
ever, the syndicates sought at the same time to expand 
their contacts with the middle (on the gubernia level) and 
lower links in the consumer co-operative chain. This was 
profitable for the lower links, because it eliminated the 
expensive mediation of Centrosoyus. It also suited the 
syndicates, as it speeded up the delivery of industrial out¬ 
put to the market in the outlying areas. 

Centrosoyus came out strongly against this practice, 
for it was regarded as a disrupting factor in co-operative 
commodity turnover, that weakened its position as the 
guiding centre for consumer co-operatives. As far as the 
syndicates were concerned, they held different views on 
this. Some defended their right to sell their output through 
the co-operatives (the Match Syndicate, for example), 
while others believed that it would be more expedient to 
make commercial transactions with Centrosoyus (the 
Tobacco Syndicate and the Sugar Trust). Still others used 
both methods to sell their output (the Salt Syndicate). 

In 1925, in connection with the beginning of the 
modernisation period of the national economy and the 
improvement of planning within it, the question of the 
ramified consumer co-operative apparatus taking a more 
active part in organising the sales of industrial output on 
the domestic market became most pressing. Both the SEC 
and Centrosoyus tried to find a solution by making more 
use of the system of general agreements. In 1925/26, the 
share of general agreements with co-operatives in the 
turnover of syndicates on the domestic market was 27.5 
per cent, and 45.6 per cent in the sales of syndicates 
through the co-operative system. General agreements be¬ 
came an important form of trading links developing be¬ 
tween syndicates and co-operatives. 

The relations of local trading organisations with 
syndicates had contradictory elements. The syndicates 


catered for national and republican industry, while the 
local trading organisations, gubernia and district industry. 
In a number of cases, however, the local trading organisa¬ 
tions competed with the syndicates for domination of the 
domestic market. According to the nature of their activ¬ 
ities, the local trading organisations could only be multi¬ 
purpose organisations, in consequence of which their over¬ 
heads rose. On this basis, the syndicates considered the 
existence of local trading organisations to be economically 
and organisationally unjustified. 

The SEC, however, had to take account of the fact that 
the position of the local trading organisations in the 
country’s commodity turnover proved to be stable, 
although their number had dropped markedly by the end 
of the reconstruction period—their turnover grew 
rapidly. Whereas in 1923/24, the turnover of the local 
trading organisations constituted 15.3 per cent of the 
national commodity turnover, in 1924/25 it rose to 
16.3 per cent. In 1924, their commodity turnover was only 
18 per cent less than that of the syndicates. The question, 
therefore, arose of the relations between syndicates and 
local trading organisations, and it was first studied in 
January 1924. The syndicates’ claims to a monopoly in 
representing the interests of state industry in supplies and 
sales were rejected. Both the syndicates and the local 
trading organisations had to participate in the state trad¬ 
ing system. After this, the local trading organisations came 
to be seen as agencies for medium-size wholesale trade 
and local procurement, while all other supplies and 
procurement operations were handed over to the syndi¬ 
cates. 

The syndicates played an important role in restoring 
the economic links of the Soviet state with other countries. 
The majority of syndicates engaged in extensive opera¬ 
tions connected with the purchase of raw and other 
materials and the sale of the finished output of trusts and 
enterprises on the foreign market. The fact that the 
syndicates operated on the foreign market can be explained 
by industry’s acute need for imported raw and other 
























materials and machinery; the lack of special state export 
and import organisations, and by the failure of the trusts 
in their operations outside their own country. Because of 
this, the need arose to concentrate export and import 
operations within individual branches of industry in the 
hands of the syndicates. 

According to their charters the syndicates could engage 
in foreign-trade operations, but they did this in conformity 
with the principles of the state’s monopoly in foreign 
trade. The import and export operations of syndicates 
were regulated by the resolutions of October 16, 1922 
(the All-Russia Central Executive Committee) and April 
12, 1923 (the USSR Central Executive Committee). 

The foreign-trade activities of the syndicates were 
organised in various ways. At the start, special purchasing 
agencies were set up, in which the syndicates took part. 
This organisational form for imports was supposed to 
allow the foreign currency and commodity exchange re¬ 
sources at the disposal of the given industry to be con¬ 
centrated in the hands of a single authority, a single 
purchasing policy to be pursued and foreign-trade over¬ 
heads to be cut. This was the case in the textile industry. 
In 1922, a bureau for the purchase of cotton abroad was 
instituted, which included cotton trusts and the Chief 
Cotton Committee, as well as the Textile Syndicate. It 
was, however, the syndicate that was called on to play 
the leading role in this bureau. Of the two million poods 
of cotton to be purchased, two-thirds were intended for 
the Textile Syndicate and one-third for the Cotton Com¬ 
mittee. The predominance of the syndicate in the 
organisation of the imports for the cotton industry was 
also reflected in the composition of the bureau’s 
managerial body. The management board was formed on 
the basis of one representative from each of the syndicate, 
the Cotton Committee and the trusts. This did not, 
however, prove a success, as it turned out that the trusts 
were unable to find the necessary foreign currency. The 
bureau had to turn to the State Bank for loans and credit. 
Since these financial operations took place through the 




Textile Syndicate, its significance as the leader in foreign 
trade operation grew even more. In January 1923, the 
syndicate alone was given the right to make purchases and 
have its offices abroad and a special cotton department 
was set up within it to deal with all the bureau s purchases 
of cotton abroad. 

This measure was taken on principle. Whereas in 
1921/22, the SEC willingly allowed the trusts to engage 
in imports, beginning in 1923, they were only permitted 
to do so in exceptional cases (these were big trusts 
embracing whole industries and virtually fulfilling the 
functions of a syndicate such as the Sugar I rust, the 
Rubber Trust and the Tea Board). The vast majority of 
trusts, trading organisations and other supplies and sales 
organisations for state industry were divested of this right. 
They could only receive one-time permits from the 
People’s Commissariat for Foreign Trade to make 
purchases of needed goods on the foreign market. State 
industry was represented abroad essentially by the syndi¬ 
cates. 

This situation remained unchanged until the beginning 
of 1925, when the People’s Commissariat for Foreign 
Trade (PCFT) began to take all export and import into 
its own hands. The first step in this direction was the 
establishment of mixed joint-stock societies, in which the 
syndicates and the PCFT took part. In February 1925, 
an agreement was signed between the Leather Syndicate 
and the PCFT on creating a co-operative partnership tor 
foreign trade. The next step was the setting-up of special 
export and import associations under the PCFT. This 
policy was confirmed in decision of the plenary Session of 
the Party’s Central Committee in October 1925. 

At first, the syndicates used the foreign market to 
overcome the shortage of raw materials in industry. At 
the same time, they purchased dye-stuffs, chemicals, spare- 
parts for engines and machine-tools which were absolute¬ 
ly essential for the development of production. However, 
the country’s limited foreign currency resources confronted 
the syndicates with the export problem. The Textile, 
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Match and Leather syndicates began to accept finished 
goods from their contractors in exchange for imported 
raw and other materials. At the same time, the syndicates, 
while handling the exports and imports for state industry, 
took over supplying imported materials not only to 
syndicated trusts and enterprises, hut also to factories and 
plants outside the syndicate system. The syndicates re¬ 
presented all of their respective industries on the foreign 
market, their position as regulating agencies for industry 
being strengthened as a result. 

The extensive dealings of the syndicates on the foreign 
market and their increasing trade dictated that a 
permanent trading office be opened abroad. The periodic 
trips abroad made by purchasing commissions were 
no longer able to satisfy the needs of state industry, 
which required a permanent trade mission. According¬ 
ly, the syndicates opened their foreign branches, mis¬ 
sions and offices, and had their own agencies. Export 
and import departments were set up within the syndicates 
to supervise the network of export and import institu¬ 
tions. 

The participation of the syndicates in trading on the 
foreign market was under the control of the SEC, the 
PCEI and the People’s Commissariat for Finance. The 
SEC decided which goods were to be obtained on the 
foreign market. The PCFT granted the syndicates the 
appropriate licences to carry out these operations and the 
PCF allocated the foreign currency needed. This pro¬ 
cedure helped keep all the foreign-trade operations of 
syndicates under state control. 

An important place in the syndicates’ work was oc¬ 
cupied by organisation of material and technical supplies 
to syndicated trusts and enterprises. In the last years of 
the reconstruction period the largest syndicates (Textile, 
Leather and Silicate) started to supply non-syndicated 
industry with materials and machinery, i.e., material and 
technical supply for the whole of state industry was in 
the hands of the syndicates. The leading positions in 
supply were held by the Textile Syndicate, the Leather 


Syndicate and the Urals Timber Syndicate, and their 
share of the total turnover of all syndicates in the supply 
of industry in 1925-26 was 98.5 per cent. 

The main part of the work connected with the organisa¬ 
tion of material and technical supply involved procure¬ 
ment of raw materials. Initially, the syndicates regulated 
mainly the procurement activities of trusts by distributing 
the regions for raw material procurement among them. 
The Textile Syndicate was an exception in that. Right 
from the start, it engaged directly in extensive procure¬ 
ment operations. However, the acute shortage of materials 
of vegetable or animal origin in the summer of 1922 forced 
the syndicates to give up regulating the procurements of 
trusts and organise their own procurements. At first, 
they did not rely completely on their own apparatus, but 
procured raw materials on the basis of contracts with 
organised contractors (such as the People’s Commissariat 
for Foodstuffs, Centrosoyus and others) or through inter¬ 
mediaries from among former private procurement agents. 
The existing branches of the syndicates dealt only with 
receiving materials from procurement agents and classi¬ 
fying them. 

However, the inability of the majority of trusts to 
control raw materials markets, particularly distant markets 
(those for raw hides in Kazakhstan, Kirghizia and Siberia, 
for example); the wide-spread participation of new 
agencies in procurement activities; the fierce competition 
among procurement agencies, engendering a rise in the 
prices of raw materials, all these factors necessitated a 
revision of the syndicates’ policy on procurement. In 
1923-24, the syndicates greatly intensified their procure¬ 
ment work, most of them setting up their own procure¬ 
ment agencies. Some syndicates, however, stopped, com¬ 
pletely or partially, independent procurement of raw 
materials on the domestic market. The Textile Syndicate, 
for example, handed over all its cotton procurement 
operations on the domestic market to the Cotton Combine; 
wool procurement, to the Wool joint-stock company, the 
share-holders of which were the Textile Syndicate and 
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the cloth trusts; and flax procurement, to the trusts and 
enterprises themselves. The Textile Syndicate concentrated 
on procuring raw materials abroad. At the end of the 
reconstruction period, the Textile Syndicate returned to 
procuring llax through the ramified procurement network 
of the co-operatives and state trading organisations, 
rather than through its own apparatus. 

In trying to strengthen the raw material base of in¬ 
dustry, the syndicates showed great concern not only 
about increasing the quantity of materials obtained, but 
also improving their quality. The syndicates and raw 
material associations took various credit, agrotechnical and 
organisational measures to increase the production of 
industrial crops. To this end, they financed the scientific 
and experimental institutions of the People’s Commis¬ 
sariats for Education and Agriculture, which worked on 
the syndicates’ orders. The syndicates and raw material 
associations strove to disseminate the achievements in the 
selection of seeds and raising of new breeds, and new 
cultivation techniques among the industrial crop pro¬ 
ducers. They supplied the producers with high-quality 
seeds from their own seed-growing nurseries. In some 
instances, the procurement agencies for state industry 
themselves undertook mechanised cultivation of the fields 
of raw materials producers (the Cotton Committee and 
the Sugar Trust). The Native Tobacco and Tobacco 
syndicates ran their own experimental centres that did 
considerable work among the raw materials producers, 
demonstrating to them the most advanced methods for 
cultivating tobacco. In their attempts to increase produc¬ 
tion of industrial crops, the syndicates resorted to direct 
commodity exchange and loans in kind to producers. To 
this end, the SEC allocated special funds to the syndicates 
and raw materials associations. A fund was set up for 
restoring tobacco production in the Crimea and the 
Caucasus. The Tobacco Syndicate used this fund to pro¬ 
vide high-quality tobacco seeds on loan to those interested, 
and also to buy Hour with which to pay the tobacco pro¬ 
ducers. 
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The syndicates and raw materials associations took 
measures to advance the productive forces of those 
branches of agriculture that provided state industry with 
raw materials of animal origin. At the end of 1925, with 
the active participation of the Textile Syndicate, the wool 
joint-stock society and all the wool-processing trusts, a 
sheep-breeding joint-stock society was instituted. Indivi¬ 
dual syndicates organised mineral extraction themselves. 
At the end of 1925, for example, the Silicate Syndicate 
developed mineral deposits (clays, sand and lime) in eight 
areas, and the volume of this production increased more 
than tenfold from 1922 to 1925. 

Of great significance in the organisation of supplies 
of raw materials to state industry was a correct grading 
and pricing to these materials. 

All these measures led to the syndicates and raw mate¬ 
rials associations becoming the main procurement 
agencies of raw materials for corresponding branches of 
industry at the end of the reconstruction period. 

The syndicates did not. however, deal with the pro¬ 
curement of raw materials alone; they also supplied trusts 
and enterprises with production equipment and materials. 
Wherever the volume of this work was significant, the 
syndicates set up special technical offices. At the beginn¬ 
ing of 1923, a technical office was set up within the 
Textile Syndicate. An attempt was made to combine the 
work of enterprises which were supplying the textile in¬ 
dustry with spare parts, materials and factory-made tools 
by concluding contracts between the Chief Administra¬ 
tion of the Defence Industry and trusts. Since at the 
beginning of NEP, state industry could not always satisfy 
timely the demands of the technical offices, the latter 
were compelled to use products in heavy demand manu¬ 
factured by handicraftsmen. 

In dealing with supplies and sales, and having con¬ 
centrated a significant share of credits in their own hands, 
the syndicates exerted a strong and all-round influence on 
syndicated industry and on the trusts’ activities. As they 
received most of the output of the trusts for sale, the 
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syndicates specified the quantity, quality and outward ap¬ 
pearance of the products. To a significant extent, this was 
achieved by improving the contracts between syndicates 
and trusts. Whereas the 1922-24 contracts established a 
percentage deduction from the trusts’ output in favour 
of the syndicates and delivery conditions, in 1925 a new 
trend appeared. I he adoption of a system of orders within 
the syndicate made it possible to include a larger number 
of indicators in the contract (general appearance of the 
product, quantity, quality, colouring, design, price and 
so on). By setting out its demands in the contracts and 
orders, the syndicate influenced the production activities 
of the trusts and enterprises. 

1 o these ends, the CLD and SEC policy of standardis¬ 
ing output was implemented. Standardisation, which was 
a major technical and economic achievement, promoted 
specialisation of production, helped raise labour pro¬ 
ductivity and cut the prime costs of industrial goods. By 
establishing standards and limiting the diversity of in¬ 
dustrial goods, the syndicates regulated the production 
activities of the trusts in the right direction. 

Product range bureaus ami commissions were set up 
under the syndicates, and their duties included determin¬ 
ing the required range of products and their quality, and 
advertising new articles. In order that the trusts might 
have an interest in producing new goods, the syndicates 
paid higher prices for them. 

The syndicates played an important role in organis¬ 
ing new production. In some cases, they financed the 
construction of enterprises (the Leather Syndicate), in 
others, they gave advice to factories on mechanisa¬ 
tion and rationalisation of production (the Match Syndi¬ 
cate). 

In this way, by the end of the reconstruction period, the 
syndicates exerted a considerable influence on production 
in syndicated industry, having become an important link 
in its organisational structure. 
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5. The Evolution of the Syndicate System 
in the Period of Industry Modernisation 


The syndicates, set up as sales, supply and procurement 
amalgamations for state industry, continued to play this 
role in the period from 1926 to 1928. The syndication of 
state industry developed in that period as new syndicates 
were being set up and the old ones taking fuller control 
over the sales activities of industry. 

In addition to the syndicates, conventions were estab¬ 
lished that operated on the basis of syndicate-type agree¬ 
ments. In the summer of 1927, a plywood convention was 
formed to regulate the prices of plywood, introduce it into 
production (coach-building, cement packaging and the 
like) and stimulate exports. A year later, a convention 
emerged in the confectionery industry that amalgamated a 
number of trusts and independent enterprises (in Moscow, 
Leningrad, Kharkov, Odessa, Kiev and so on). The main 
task of this convention was to distribute raw materials 
more evenly among the trusts and enterprises concerned 
and to neutralise the privileged position of large trusts on 
the raw materials market. At the end of 1928, a conven¬ 
tion of state construction organisations was formed to pro¬ 
vide its members with equal opportunities on the cons¬ 
truction materials market. 

During these years, changes took place in the way 
syndicates were organised. Whereas during the recons¬ 
truction period, the syndicates were based on voluntary 
agreement between trusts, in 1926 and 1927, they were 
set up by administrative orders from the SEC and the CLD 
of the USSR. The trusts did not usually object to this and, 
in a number of cases, came up with the idea of syndica¬ 
tion themselves. But, all the same, the procedure for form¬ 
ing syndicates changed. The policy that emerged at the 
end of the reconstruction period continued to be pursued 
in 1926 and 1927. In the first period, however, deviation 
from the voluntary principle was considered as an excep¬ 
tion from the general rule, while in 1926 and 1927, all 
syndicates were set up on direct orders from the SEC 
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and the CLD of the USSR, although the voluntary 
principle had not been formally abolished. For example, 
the Statute of State Syndicates adopted by the Central 
Executive Committee and the Council of People's Com¬ 
missars of the USSR on February 29, 1928, confirmed the 
voluntary principle concerning the participation of trusts 
in syndicates. It provided for compulsory syndication only 
in exceptional cases, by resolution of the CLD of the 
USSR (when it was a matter of amalgamating trusts of 
all-Union or local importance, but situated in different 
Union republics), or the Economic Council of the Union 
republic (if trusts of local importance situated within the 
republic were amalgamated). In 1926 and 1927, the 
principles governing the formation of syndicates, there¬ 
fore, differed sharply from those that had been laid down 
in the Model Charter of Syndicates of March 26, 1925. 
The new procedure was more in keeping with the 
economic conditions of the period, when it had been de¬ 
cided to give more attention to the economy. 

The change in the procedure for forming syndicates 
meant that, whereas in the reconstruction period the syn¬ 
dicates strove to gradually increase their role in the sale 
of the output of syndicated industry, those set up in 1926 
and 1927 immediately ensured themselves the pre¬ 
dominant role in these sales. For example, the All-Union 
Metal Syndicate in the first year of its existence, concen¬ 
trated in its own hands 96.7 per cent of the sales of fer¬ 
rous metals, the Canning Syndicate, 71.5 per cent of the 
output of the industry and so on. The high degree of con¬ 
centration of sales in the syndicates from the moment 
when they were formed was the second characteristic 
feature of syndication in 1926 and 1927. 

From 1926 to 1928, the role of the syndicates in the 
sales of the industrial output of syndicated industry in¬ 
creased sharply. With only a small number of trusts and 
independent enterprises, usually of local significance, 
staying outside syndicates, the desire of the syndicates 
to monopolise the sales of industrial output in branches 
under their jurisdiction in practice meant the transfer to 
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them of all the sales of state industry output. In 1927/28, 
the syndicates accounted for 82.3 per cent of the sales of 
state industry and in 1928/29, for 90.6 per cent. What is 
more, individual syndicates almost totally monopolised 
sales of output within the bounds of a single branch of 
industry. In 1927/28, for example, the Metal Syndicate 
dealt with the sale of all ferrous metals. Eight amalgama¬ 
tions (for starch, oil, salt, canning, state fisheries, matches, 
textile and leather) were close to taking full control ot 
sales within their own industries, their share in sales 
exceeding 90 per cent. The share of five other syndicates 
(for native tobacco, silicate, timber, paper and chemicals) 
fluctuated from 64 to 73 per cent. 

In 1928/29, syndication was carried on at a rapid pace. 

The high degree of syndication led to an increase in the 
organisational and economic activities of the syndicates, 
and this was reflected primarily in the growth of their 
turnover in all operations (sales, procurement, supplies, 
exports and imports). For the period 1923/24 to 1927/28, 
the syndicates’ turnover for all forms of supplies and sales 
increased almost 5.5 times, having risen to 6.7 million 
rubles in the last year. 

The sale of industrial output on the domestic market 
always occupied a dominating position in the turnover 
of the syndicates, its share increasing from 72.1 to 80.5 
per cent between 1923/24 and 1927/28. For certain syndi¬ 
cates it was of even greater significance: in 1927/28, for 
example, turnover on the domestic market constituted 
98.9 per cent for the Salt Syndicate. This all testifies to 
the fact that selling the output of state industry was the 
major component in the activities of the syndicates. 

The organisation of material and technical supply also 
occupied a significant place in the work of the syndicates. 
Their turnover for this form of supplies was constantly on 
the increase, although its share in the overall turnover 
of all syndicates fell somewhat. In 1923/24, the overall 
volume of material and technical supply operations under¬ 
taken by the syndicates amounted to 303.6 million rubles, 
or 24.4 per cent of all turnover, while in 1927/28, it had 
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increased by 250 per cent to 1,093.3 million rubles, but 
its share had dropped to 16.3 per cent. 

The activities of the syndicates on the domestic market 
consisted of broad wholesale operations and retail sale 
of industrial goods. From 1923/24 to 1927/28, the absolute 
volume of wholesale operations of all syndicates increased 
by 520 per cent, and of retail turnover by almost 200 per 
cent. The syndicates mainly undertook wholesale opera¬ 
tions among themselves, and with state organisations and 
co-operatives. In 1925/26 these operations accounted for 
90.3 per cent and in 1927/28, 98.3 per cent. In the same 
period, the turnover of private capital dropped from 9.7 
per cent to 1.7 per cent. This was a consequence of the 
drop in the share of private capital in industry by the 
beginning of industrialisation and the consolidation of the 
socialist sector in the economy as a whole. 

'1 he group of state organisations included people’s 
commissariats (for communications, agriculture and 
others), municipal bodies and industrial amalgamations, 
and their share of the total wholesale turnover of the 
syndicate system was almost 50 per cent. This testifies to 
the fact that the syndicates devoted considerable atten¬ 
tion to satisfying the demands of the public sector of the 
economy. 

In 1925/26, domestic industrial consumption constituted 
26.5 per cent of the sales of syndicates, and in 1926/27, 

28.1 per cent, but the syndicates did not carry out their 
operations all in the same way. They can be divided into 
two groups as regards the character of operations. Some 
syndicates sold their output primarily on the personal 
consumption market. These included above all, the textile, 
leather and fishing syndicates operating in industries 
which produced consumer goods. The other group of 
syndicates mainly sold their output within industry itself. 
In 1926/27, for example, 97.5 per cent of the coke and 
benzene industry, 95.8 per cent of the aniline industry, 

95.2 per cent of the wood chemicals industry and 91.1 
per cent of the hemp industry went for consumption within 
industry itself. 
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The co-operatives were also major partners of the 
syndicates. Whereas in 1923/24 the share of co-operatives 
in the turnover of the syndicates was 36.4 per cent, in 
1927/28 it had increased to 54.2 per cent. In fact, the con¬ 
sumer co-operatives were the syndicates main partners 
on the consumer market. 

The relations between syndicates and consumer co¬ 
operatives were built on a contractual basis, with contracts 
usually concluded for a year, covering the main groups of 
products and establishing supply terms and the way of 
payment. These were called general agreements. The 
volume of operations carried out on their basis was con¬ 
stantly on the increase. Whereas in 1925/26, the average 
figure for 12 syndicates was 45.6 per cent, in 1927/28 it 
was 76.9 per cent, and for individual syndicates the figure 
was sometimes even higher. 

The organisation of the trading links of syndicates on 
the basis of general agreements was extremely important 
in strengthening the position of consumer co-operatives 
on the domestic market. The co-operatives were able to 
determine the quantity and product range of their output 
in advance and the need for large inventories disappeared. 
The co-operatives also had preferential terms of payment 
for deliveries. For example, the contract between the 
Animal Fat Syndicate and Gentrosoyus for 1927/28 
stated that 25 per cent of the quarterly amounts requested 
should be paid in cash, while the rest in the form of bills 
of exchange within thirty days of the arrival of the ship¬ 
ment at its destination. Private capital did not enjoy such 

terms- . . 

The contractual system exerted a considerable influence 
on the organisation of the syndicates’ sales activities. One 
of its main results was the development of transit opera¬ 
tions. Whereas during the first few years, the syndicates 
first concentrated all their output in their own warehouses, 
from where they made deliveries to buyers, with the 
development of the contractual system, the need for ad¬ 
ditional warehousing disappeared. By agreement between 
the board of the syndicate and Centrosoyus, the destina- 
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tion, quantity and date for deliveries were established. 
This meant that most goods were delivered directly to the 
consumer. Whereas in 1925/26, 32 per cent of the syndica¬ 
tes' sales on the domestic market were direct, and 68 per 
cent via the warehouse, in 1928/29, the figures were 85.5 
and 14 per cent, respectively. 

The development of the transit system meant that direct 
links were established between enterprises and the low- 
level components of the co-operative system, and so the 
need disappeared for the local syndicate apparatus. Thus, 
by the end of the 1920s, a considerable number of syn¬ 
dicate branches, offices and agencies had been closed. 
Of the nine offices, 80 commissioners and 68 warehouses 
the Salt Syndicate had at its disposal in 1923/24, only 
one office, 19 commissioners and 18 warehouses remained 
in 1927/28. Of the 34 offices of the Fishing Syndicate in 
1925/26, 16 were closed in 1927/28. Similar things hap¬ 
pened in other syndicates. With the introduction of the 
transit system, transportation overheads dropped sharply. 
The number of administrative personnel attached to the 
syndicates fell off significantly, and for the period 1925/26 
to 1927/28 alone, their numbers fell by 26.7 per cent for 
all syndicates taken together. 

In spite of the fact that the introduction of contracts 
did much to improve the trade system, there were serious 
drawbacks in its practical realisation; these were mainly 
connected with the procedure for drawing up contracts. 
Talks between the syndicate boards and Centrosoyus went 
on for several months and sometimes the disagreement 
between the parties was so great that intervention was 
required on the part of higher authorities (the SEC, the 
People’s Commissariat for Trade, the Supreme Arbitration 
Commission of the CLD and others). The syndicates 
objected to existing methods for fulfilling contracts. For 
example, an order for native tobacco could only be re¬ 
ceived in accordance with the general agreement, if per¬ 
mission was obtained from twelve different authorities. 
There was a delay of several months between the moment 
when a request was submitted and when the goods were 
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received. One basic drawback to the system of general 
contracts was that they were concluded by the syndi¬ 
cates almost exclusively with central co-operative 
organisations, and primarily with Centrosyus. In turn, 
Centrosoyus opposed contracts between syndicates and the 
lower components in the consumer co-operative system. 
This had a number of detrimental consequences. By pre¬ 
venting low-lovel co-operatives from establishing direct 
links with state industry, the higher co-operative 
authorities held back their development as an active com¬ 
ponent in the whole commodity turnover structure. 
Because they lacked complete information on the real 
requirements for individual goods, the cential co¬ 
operative authorities were not able to determine the need 
for them even approximately on either a regional scale 
or for the country as a whole. This sometimes even ie- 
sultecl in the central co-operative bodies turning down 
deliveries of goods that were in short supply. Having no 
information on the market demands, industry was, to a 
certain extent, operating in the dark. There was a real 
danger of a gap developing between state industry and the 
market, between production and consumption, something 
that conflicted with the Party’s general line on industrial¬ 
isation of the country. _ 

The links that had taken shape between industry and 
the market had to be altered, and the syndicates took con¬ 
crete steps to this end. General contracts were replaced 
by general agreements which, in contrast to the former 
that established the quantity of goods to be delivered, 
their distribution by region, price, time and delivery terms 
and ways of payment, established only general delivery 
terms. At the same time, the parties to the agreement 
concluded a model contract which served as the basis 
for so-called local contracts between syndicates and the 
low-level components in the co-operative system. In com¬ 
parison with the general contracts, the general agree¬ 
ments made it possible to establish direct links between 
industry and the lower co-operative agencies and to react 
more flexibly to market demand. 
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There were supporters and opponents of both forms of 
link between state industry and co-operatives. A broad 
discussion on this topic was held in the papers Ekonomi - 
cheskaya zhizn (Economic Life) and T orgovo-promysh- 
Icnnaya gazela (Trade and Industry Gazette) and in the 
journal Puli industrializatsii (Ways of Industrialisation). 
'Fhc system of general contracts was defended by Ccntro- 
soyus and the People’s Commissariat for Trade of the 
USSR, who considered the general contracts as the right 
form of link between industry and the market, as, on the 
one hand, they orientated industry towards production of 
necessary goods, and, on the other, ensured a steady 
trade. Ccntrosoyus and the PCT supported the idea of 
strict centralisation, considering that the system of general 
agreements reduced the influence of the central co¬ 
operative authorities on the grass-root units, took distribu¬ 
tion of commodities between the different areas of the 
country out of their hands and undermined the state’s 
centralised influence on the market. 

In the opposite camp stood the SEC (USSR) and the 
All-Union Council of Syndicates which, in the interests of 
the syndicates and trusts, brought up the question of 
improving the system of general contracts as early as the 
summer of 1927. The Council of Syndicates emphasised 
the fact that the existing form of general contracts pre¬ 
vented the syndicate from studying consumer demand 
and weakened the links between the producers and the 
sellers. The suggestions made by the Council of Syndicates 
were used as the basis for the report of the SEC Presi¬ 
dium to Gosplan of the USSR on May 29, 1928. The 
main idea of the report was that the system of general 
conti acts be restructured on the basis of centralised super¬ 
vision of the drawing-up of contracts and their decentra¬ 
lised fulfilment. In the opinion of the SEC (USSR) Pre¬ 
sidium, centralisation of the general contract system was 
one of the main reasons for the uneven distribution of 
commodities among the separate regions of the country, 
and it was, therefore, suggested that the way contracts 
were concluded be changed, by decentralising orders, re- 
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quests, payments and complaints. It was proposed to im¬ 
plement this decentralisation by concluding local cont¬ 
racts or, as they were called, implementation contracts 
along with the general contracts (agreements). 

The SEC Presidium considered that a general contract 
between the board of a syndicate and a co-operative cen¬ 
tre should establish the total quantity of goods to be sold 
by the syndicate, their distribution by areas, the appro¬ 
ximate product range, price and terms of payment. On 
the basis of these contracts, the local offices of the syn¬ 
dicates would draw up local contracts directly with the 
district consumer co-operative societies. The local con¬ 
tracts would establish the exact product range, delivery 
terms and the mandatory delivery date. 

The Sixteenth Party Conference in April 1929, when 
discussing measures to improve the functioning of the 
trade apparatus, noted that rationalisation of the trade 
system had to be carried out from the point of view of 
a possible decentralisation of day-to-day functions, while 
retaining and improving centralised guidance in the plan¬ 
ning of finances and trade; improving the flexibility ol 
the trading system, and an actual cut-back in the inter¬ 
mediate links between factory and consumer of industrial 
goods and between the producer of agricultural raw ma¬ 
terials and their consumer. 

An important principle on which the general contract 
system was to be based was further decentralisation of 
day-to-day functions, while the overall management sys¬ 
tem remained centralised. This applied both to state in¬ 
dustry and to the consumer co-operatives. The CLD Re¬ 
solution of July 3, 1929 noted that the system of general 
contracts between syndicates and Ccntrosoyus should be 
supplemented by local (implementation) contracts which 
were to be concluded between local branches of syndi¬ 
cates and the low-level components of the consumer co¬ 
operatives. In other words, the CLD Resolution legalised 
the SEC (USSR) practice of establishing direct links bet¬ 
ween syndicates and all the components of the co-opera¬ 
tive system. 
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The CLD Resolution also recognised the mutual res¬ 
ponsibility of the parties for fulfilment of their contrac¬ 
tual commitments. Previously, the co-operatives had been 
in a more privileged position than state industry, as they 
had the right unilaterally to refuse to accept commodities 
if the market did not exhibit any long-term demand for 
them. Refusal put industry in a very difficult position and 
resulted in goods being stock-piled and circulating assets 
being immobilised. Recognition of mutual responsibility 
lor fulfilling the contract was a step forward in the de¬ 
velopment of economic relations between industry and 
consumer co-operatives. It strengthened contractual dis¬ 
cipline and improved the tics between state industry and 
the trading network. 

Finally, the CLD Resolution emphasised the need to 
speed up the delivery of goods to the consumer. To this 
end, the contract included a time-table to ensure conti¬ 
nuous deliveries of goods to the consumer. Attention was 
drawn also to setting minimal periods for shipments of 
goods, delays over which entailed the material responsi¬ 
bility of the supplier. 

These principles were all reflected in the list of terms 
for the shipment of goods by syndicates worked out by 
the CLD for inclusion in the general contract. Consider¬ 
ing that the general contract should cover conditions that 
were necessary for planned organisation of the market, 
the CLD proposed to the syndicates and Centrosoyus that 
the contracts should specify the overall quantity of out¬ 
put to be sold by the syndicate (with a break-down ac¬ 
cording to basic types of product and sales areas), size 
of quarterly deliveries, prices and permissible price 
fluctuations, average period of credit extended by the syn¬ 
dicates on each type of commodity, the procedure and 
period for distributing orders and, finally, delivery of 
goods (by direct shipment or via the local branch of the 
syndicate, and packaging). The general contract establish¬ 
ed the responsibility of the supplier for the quality of the 
output and observance of the set delivery dates. The con¬ 
tract was drawn up for one year. 


In this way, the CLD Resolution helped strengthen 
contractual discipline and increased the planned influence 
of the state both on industry and on the trading network. 
Although the syndicates were disbanded before they could 
feel the direct influence of this CLD Resolution, its prin¬ 
ciples laid the foundation for future economic practice. 

Despite the fact that the general contracts had a sig¬ 
nificant effect on putting the trading network in order, 
however, there were serious drawbacks in the general con¬ 
tract system, which made it impossible for industry to 
react flexibly to the demands of the consumer market. 
Overcoming the commodity shortage once more brought 
up the question of the relations between industry and the 
market. These had to be so built that industry could res¬ 
pond to the market demands in time. Only then could the 
former become the basis for firm economic ties between 
town and village and play the leading role with respect 
to agriculture. Syndicated industry could not respond to 
changes in the market, just as well as state and parti¬ 
cularly co-operative trade with their ramified trading net¬ 
work could do. The need arose to reconstruct the rela¬ 
tions between industry and the trading network in order 
that the latter could quickly and accurately inform the 
former of changes taking place on the consumer market. 
Having such information, industry could adapt to the 
market demands in good time. It was a system of advance 
orders that became this link between industry and the 
trading network. This system was first introduced in the 
textile industry. The necessary preconditions for transi¬ 
tion to this system were a high concentration of sales, 
specialisation of enterprises, a well-established product 
range of textile goods and the considerable experience of 
the textile syndicate in organising the sale of the output 
of the industry. 

Preparation of the textile industry for transition to the 
new system of relations with consumer co-operatives and 
local trade organisations started immediately after the 
February 1927 Plenary Session of the Central Committee 
of the Communist Party. The memorandum sent by the 
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Textile Syndicate to the SEC (USSR) and the PCT of 
the USSR proposed concentrating all the sales of textile 
industry output in the syndicate, transferring the facto¬ 
ries’ stores to the syndicate, going over as far as possible 
to a system of general contracts in the syndicate’s relations 
with its trading partners and to a system of advance or¬ 
ders. The CLD Commission investigating rationalisation 
of the trading apparatus supported the proposals con¬ 
tained in the Textile Syndicate’s memorandum. With 
minor amendments, they formed the basis of the CLD 
Resolution of August 26, 1927 on the transfer of the tex¬ 
tile industry as from January 1, 1928, to a system of ad¬ 
vance orders. This resolution stressed that the transition 
was to be effected in two stages. During the first six 
months, the syndicate was to sell not less than 50 per cent 
of its output according to the new system, and from July 
1, 1928, the whole textile industry was to go over to a 
system of advance orders. In accordance with the CLD 
Resolution, all trusts belonging to the syndicate were 
bound to hand over all their output to the syndicate from 
October 1, 1928. Ihe syndicate became the only sales 
centre lor the whole industry (including non-syndicated 
enterprises). All textile trusts were bound to hand over 
their warehouses to the syndicate. 

The system of advance orders was based on the pro¬ 
duction programme of the textile industry. This program¬ 
me was drawn up and amended in several stages. First, an 
approximate programme was drawn up for the whole 
year, and this served as the basis for six-month firm pro¬ 
grammes that took account of the seasonal iluctuations in 
market demand. The annual programme was approved 
not later than four and a half months before the begin¬ 
ning of the production period. This made it possible for 
the Textile Syndicate to compile a firm six-month pro¬ 
duction programme in time. In turn, in order to draw up 
a six-month programme, the Textile Syndicate had to 
know the content of the orders made by trading organi¬ 
sations. These orders were first compiled at the district 
consumer co-operative societies and local trading organi¬ 
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sations and then passed on to Centrosoyus and the Coun¬ 
cil of Local Trading Organisations. After certain amend¬ 
ments, all the orders were taken up to the Textile Syn¬ 
dicate and the information received was used as a basis 
for drawing up production programmes for trusts and 
enterprises in syndicated textile industry. Representatives 
of the trading network took part in the drawing-up of 
this programme to make sure that the orders were in 
keeping with the industry’s capacities and that produc¬ 
tion was adjusted to market demand. 

The system of advance orders, in conjunction with that 
of general contracts, had a positive effect on syndicated 
industry, making it possible to adjust the relations e- 
tween syndicates and the trading network, better satisfy¬ 
ing market demand for industrial goods, and stimulating 
planning both of the production and the sales activities of 

state industry. . , , 

With the transition to modernisation of industry, me 
syndicates paid increasing attention to supplying- state 
industry with the materials and machinery it needed. The 
turnover of the syndicates both on supplying industry 
with raw materials and other materials and production 
equipment was constantly increasing. Whereas in 1925/26, 
their operations involved in supplying agricultural raw 
materials were to the tune of 603.5 million rubles, in 
1927/28, the figure was 746.2 million rubles. In the same 
period, the corresponding figures for supplying production 
equipment and materials were 235.7 and 357.1 million 
rubles. The increase in the share of production equipment 
and materials supplied by the syndicates testifies to the 
growing importance of the syndicates in the organisation 
of material and technical supplies to state industry. 

To define the role and place of the syndicates in the 
management system of state industry, their growing in¬ 
fluence in the provision of credit to syndicated industry 
must be emphasised. As the syndicates were given the 
right to use freely increasing amounts of bank credit, the 
possibilities for granting credits were constantly expanding. 
In 1928, for example, all credits allocated for the textile 
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and oil industries were distributed through the Textile 
Syndicate and the Oil Syndicate. The share of bank 
credits allocated through the other syndicates also rose. 

The syndicates became the distribution centres for bank 
credits not only among their own members: they granted 
credits on the scale of the whole industry, including un¬ 
syndicated enterprises. 1 he evolution of the syndicates 
in the credit sphere was in keeping with the overall SEC 
(USSR) policy on this issue. 

The increasing role of the syndicates in the organisa¬ 
tion of supplies, sales, financing and credit in state in¬ 
dustry wrought changes in relations within the syndica¬ 
tes. First of all, the syndicates freed the trusts from tak¬ 
ing a direct part in market turnover, enabling them to 
concentrate on purely production problems. The syndica¬ 
tes assumed a significant proportion of the organisational 
effort to supply state industry with materials and machi¬ 
nery. By taking over the allocation of credit, they receiv¬ 
ed an additional lever for regulating the production ac¬ 
tivities of the trusts. 

The relations of the syndicates with the trading net¬ 
work were based on a trade price-list. Prices were based 
on prime costs plus overheads and a profit, and took con¬ 
sumer demand into account. 

The gap between the prices on the accounting and trade 
price-lists was not great, but the existence of the two 
systems meant a further weakening of the position of the 
trusts within the syndicates. 

The syndicates practiced settlements without bills of 
exchange and made payments in cash (the Textile, Metal 
and Native Tobacco syndicates). This led to a decrease 
in the role of bills issue by the trusts in their credit and 
payment relations with the syndicates. In the Animal 
Fats, Silicate and Metal syndicates internal bills were 
abolished altogether. During 1927/28 alone, the trusts’ 
bill issues lor the entire syndicate system dropped from 
21.!) to 18.5 per cent. 

At the same time, the syndicates were gradually adopt¬ 
ing a system of planned payments. From 1926/27, the 
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Leather Syndicate and shortly afterwards the Paper, Si¬ 
licate and Textile syndicates, paid for the output they 
received in cash, on the condition that the trusts ceded 
their short-term credit deposits to the syndicates, i.e., a 
situation arose when the trusts virtually handed over their 
financial resources to the syndicates. 

The increasingly important position of the syndicates 
and their transformation from the supplies and sales 
agencies of the trusts into bodies for managing trusts gave 
rise to attempts on the part of the latter to limit the syn¬ 
dicates’ influence. Since the relations between syndicates 
and trusts were governed by contracts, the trusts tried to 
reduce the influence of the syndicates during the draw¬ 
ing-up of the contracts. For example, when it set about 
drawing up the contract for 1928/29, the Central State 
Trust for the Glass Industry suggested that the Silicate 
Syndicate based its relations with the trust on a contract 
with equal guarantees of fulfilment and without attempts 
on the part of the syndicate to exert administrative in¬ 
fluence. ill 

By the end of the 1920s, the syndicate system had de¬ 
veloped considerably: they had become agencies of the 
SEC (USSR) in the management of state industry. By 
taking over all supplies, sales and financing, they began 
to exert a considerable influence on the production activi¬ 
ties of trusts and enterprises. The syndicates regulated 
the volume of output, the quality and product range. I he 
strongest syndicates, in the organisational and economic- 
sense, went beyond the bounds of syndicated industry and 
fulfilled planning and regulating functions on the scale 
of the given branch of industry. 

The^ increasing role of the syndicates in the organisa¬ 
tion of state industry threw new light on the role of the 
chief administrations of the Supreme Economic Council 
of the USSR. A significant proportion of their functions 
had, in fact, been taken over by the syndicates. 1 he chief 
administrations only formally supervised industry. 

As a result of this situation, some workers in the sphere 
of management wanted to place planning, regulation and 
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overall supervision (functions that belonged to the chief 
administration of the SEC of the USSR) and organisa¬ 
tion of sales and material and technical supply (that came 
under the jurisdiction of the syndicates) all in the hands 
of a single authority. Organisationally this would mean 
merging the chief administrations of the SEC (USSR) 
with the corresponding syndicates. 

The textile industry proved to be the most prepared 
for this type of reorganisation. The idea of merging 
the Chief Textile Administration of the SEC (USSR) 
with the Textile Syndicate was first brought up in October 
1927, but at that time, the SEC considered it necessary 
to retain both chief administrations and syndicates. It 
came out against the proposal made by a group of work¬ 
ers in the Workers’ and Peasants’ Inspectorate that the Tex¬ 
tile Syndicate be abolished. The SEC proposed that the 
Textile Syndicate be retained to deal with the sale of 
output, financing of industry and its supply with raw and 
other materials. This position can be explained by its ap- 
piehension that the influence of the central apparatus on 
industry would be undermined. The SEC (USSR) was 
supported by the heads of a number of syndicates, who 
saw the merging of the Chief Administration with the 
Textile Syndicate as a revival of over-centralisation and 
a possibility for a growth in bureaucracy. 

On June 20, 1928, however, a Resolution by the SEC 
and the Council of People’s Commissars, “On Reorgani¬ 
sation of the Management System in the Textile Indus¬ 
try was published. In accordance with that Resolution, 
‘p P ul ’ ctl0ns the Thief Textile Administration of the 
SEC oi the USSR were transferred to the Textile Syndi¬ 
cate. From then on, the latter was to plan textile produc- 
tion supervise textile trusts under the jurisdiction 
o the SEC (USSR), and also trading organisations 
and joint-stock societies il these were engaged in sel¬ 
ling textile industry output or supplying the industry 
with raw material and equipment. Moreover, the Textile 
Syndicate retained its sales, procurement and financial 
functions. 
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The CEC and CPC Resolution assigned to the Textile 
Syndicate those functions which, in fact, it already per¬ 
formed. Having wide powers, the syndicate set itself the 
task of establishing a close organisational link between 
day-to-day planning and the actual functioning, and also 
of combining all current planning and financial, payment 
and credit activities for the whole industry. 

In this way, by the beginning of the First Five-Year 
Plan, considerable qualitative changes had taken place in 
the economic functions of the syndicates. With an in¬ 
crease in the role and scope of centralised planning, not 
only did the ways in which the syndicates exerted their 
influence on the relations between industry and the mar¬ 
ket change, but also the organisational forms of these 
links improved. Within the very heart of industry itself, 
the conditions were maturing for a fundamental reorga¬ 
nisation of the system and methods for managing all in¬ 
dustry. 









































Chapter V 


Management of State Industry 
and Branch Industrial Amalgamations 
( 1929 — 1932 ) 


1. The Transition to Industrialisation 
and the Improvement of the Management of Industry 

By 1928, the Soviet Union had made noticeable achie¬ 
vements in the modernisation of its industry. At the same 
time, the decisive attack on the positions of capitalist 
elements both in industry and trade was continuing. The 
question of “Who Will Beat Whom” was being resolved 
in favour ol socialism both in town and countryside. By 
the beginning of the First Five-Year Plan, only two struc¬ 
tures remained: the socialist and pctty-commodity pro¬ 
duction. The latter was forced into the background and 
made way for the socialist structure. The final victory of 
the socialist structure was dependent on the successful 
fulfilment of the decisions of the Fourteenth Party Con¬ 
gress on socialist industrialisation. The main task of the 
period was to turn the Soviet Union into a highly devel¬ 
oped industrial power. In order to achieve this, the neces¬ 
sity arose for a revision of the organisational forms and 
methods of industrial management that had developed. 

During the reconstruction period, one of the major 
economic problems was to subjugate the elemental market 
forces to the interests of socialist construction, and the 
organisational forms of management were adapted as 
far as was possible to achieving this end. 

The modernisation period posed new organisational 
problems. From 1926 to 1928, concrete measures were 
taken to improve the existing system of industry manage¬ 
ment, and the independence of individual factories and 
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plants in their day-to-day operations was increased. In 
the main, the organisational forms of management that 
had taken shape to accomplish the economic and political 
tasks of the reconstruction period remained unchanged. 
Besides this, structural shifts in the national economy 
which appeared in the course of industrialisation neces¬ 
sitated “a restructuring of the entire state management 
apparatus in order to bring it into keeping with the sys¬ 
tem of our national economy and the tasks of socialist 
construction.”' 

However, the organisational forms of management that 
had taken shape during the reconstruction period were 
no longer in keeping with the goals and tasks of the tech¬ 
nical modernisation of industry. They were suited mainly 
to regulating economic planning, day-to-day trade. 1 he 
extension of the socialist sector and the strengthening of 
the planning principle introduced new elements into the 
organisation of trading links with industry. This was re¬ 
flected in practice in the fact that the syndicates, while 
being in complete control over the sales of all industrial 
output, changed from being sales organisations into agen¬ 
cies for the management and regulation of industry. 

The methods used by the syndicates to regulate the 
economic links in industry conflicted with the tasks of 
modernisation. 

During the reconstruction period, the syndicates based 
their economic activities on commercial accounting, using 
commodity-money relations. As a rule, prices were form¬ 
ed according to the law of value. This was a peiiod when 
industry was to a considerable extent under pressure from 
the unorganised market. 

The main task of Lenin’s industrialisation plan was 
not only to create the material and technical base for 
socialism, but also to ensure the economic independence 
of the country. The decisive factor in achieving this was 


l The CPSU in the Resolutions of Its Congresses, Conferences and 
Plenary Sessions of Its Central Committee, Vol. 4, 1970, p. 229 (in 
Russian). 
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the rate of industrialisation. The market-oriented methods 
used by the syndicates to regulate industrial production to 
a certain extent acted as a brake on industrialisation of 
the economy. The need to change accents in the economy 
in a very short period gave rise to a price policy which 
made it possible to concentrate resources in the key sec¬ 
tors ol socialist construction. In this way, an active price 
policy was necessitated by the tasks of industrialisation 
but conflicted with the syndicates’ practice of setting pri¬ 
ces mainly in response to market factors. 

As already mentioned, general contracts and planned 
regulation of commodity turnover made further improve¬ 
ment of centralised planned management of industry an 
objective necessity. This was reflected in the Statute of 
Trusts adopted on June 29, 1927, in accordance with 
which enterprises belonging to trusts were transferred on 
to the self-supporting basis. Major difficulties were, how¬ 
ever, encountered in achieving these goals, namely, as 
regards the development of the theoretical principles and 
methods of self-financing. 

As a rule, the introduction of self-financing was not 
connected with any new conditions in the organisation 
of socialist production. Some economists at the time con¬ 
sidered that the very fact that the economy had entered 
the modernisation stage signified an attack on NEP, a 
further strengthening of the role of planning and subor¬ 
dination of all economic tasks to this. 

This view virtually set the plan in conflict with self¬ 
financing, for it meant that during the reconstruction 
period, NEP was pursued as economic expediency, while 
the transition to industrialisation entailed renunciation of 
this policy. This conception, however, conflicted with the 
practical policy of the Party. As stated in the resolution 
of the joint Plenary Session of the Central Committee of 
the Central Control Commission and the CEC of April 
11, 1928: “The New Economic Policy is the route along 
which the Party is firmly travelling and the only one 
which makes socialist transformation of the economy of 
the country possible. This is why the pernicious campaign¬ 
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ing ... to abolish NEP must be resolutely rejected by 
the Party .” 1 

The transfer of enterprises on to the self-supporting 
basis required a number of measures to be taken to ie- 
organise the SEC central apparatus and its republican 
agencies, to revise the role and place of the trusts and 
enhance the economic role of the enterprise in its day- 
to-day affairs. 

This was especially emphasised at the September 
1928 Plenary Session of the CCC of the Communist 
Party. “The success of the transfer of industry on to a 
higher technical level by introducing the latest techno¬ 
logy must be ensured by a parallel reorganisation, both 
in the industry as a whole and within the individual 
enterprise. Along with the extension and intensification 
of efforts to improve production processes, more atten¬ 
tion must be paid to planning production, consolidating 
the planning bodies of the enterprises and speeding up 
the transfer of the enterprise on to the self-supporting 

The completion of the reconstruction stage and broad- 
scale modernisation of industry were accompanied by 
considerable qualitative changes in the national economy. 
The scale of production increased, as did that ol plan¬ 
ning; specialised bodies for industry management were 
set up; the division of the country into administrative 
areas was nearing completion; engineering and technical 
personnel were being trained; the forms and methods ol 
financing and crediting industry were changing; a cash- 
free system of settlements was being introduced increas¬ 
ingly widely; and elemental market forces virtually ceas¬ 
ed to exert any influence on the development of the So¬ 
viet economy. All this created the necessary preconditions 
for further improvement of the management of industrial 
production. During 1928 and 1929, the organisational 
structure of the economic apparatus was constantly being 


i 7 he CPSU in the Resolutions of Its Congresses, Conferences mid 
the Plenary Sessions of Us Central Committee, Vol. 4, p. 80. 
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improved and the methods by which this apparatus was 
directed changed. The measures taken by the SEC (USSR) 
were a direct result of the need to fulfil the tasks of the 
First Five-Year Plan. For example, the SEC formed a 
single system to provide scientific and technical services 
to industry, beginning with the SEC itself and including 
trusts, enterprises and some large workshops. The absence 
of suitable bodies to guide scientific and technical work 
at the grassroot level made it necessary to organise such 
bodies at enterprises, trusts and workshops. Socialist ra¬ 
tionalisation ol production was considered as one of the 
major ways ol achieving the goals of socialist industriali¬ 
sation. The October 1928 Resolution on bureaus for ra¬ 
tionalisation under the chief administrations and commit¬ 
tees ol the SEC (USSR), trusts and enterprises put an 
end to organisational disunity in work on rationalisation. 

At the same time, concrete measures were taken to im¬ 
prove industry management within individual industries. 
Fhc Northern Chemical Trust, a trust of nation-wide im¬ 
portance, for example, was expanded by the addition of 
enterprises of the Moscow Economic Council. The chemi¬ 
cal plants of the Supreme Economic Council of the Uk¬ 
raine were amalgamated in a single all-union trust, the 
Ukrainian Chemical Trust. 

In June 1929, a committee for the coke and gas indus¬ 
try was instituted to deal with planning and day-to-day 
guidance within the industry. In November of the same 
year, a committee for the introduction of chemical pro¬ 
cesses in the economy was set up under the USSR Coun¬ 
cil of People's Commissars. Concrete practical measures 
were taken during the reorganisation of management of 
the chemical industry to improve management in this in¬ 
dustry. At the same time, a committee for the production 
of artificial fibres was set up within the SEC (USSR) to 
deal with planning, regulation and management of pro¬ 
duction and capital construction. Management of the me¬ 
tal industry was also reorganised. Specialised adminis¬ 
trations were set up on the basis of the Chief Metal Ad¬ 
ministration for engineering, metal-working, mining and 
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non-ferrous metallurgy. With the transition to moderni¬ 
sation of industry, this reorganisation was of particular 
significance. Increased demand for metal necessitated im¬ 
provement of production organisation and management 
in the industry. During the years of the First Five-Year 
Plan, all metallurgical enterprises were amalgamated in 
a single trust. When planning the development of the 
iron-and-steel industry, the CLD approved a Statute on 
the Construction of New Metallurgical Plants, by deci¬ 
sion of the SEC (USSR) Presidium, a special commission 
was set up to deal with questions pertaining to supplying 
the metal-working industry with the petroleum products. 
To improve the work of the glass and china mdustiy, 
chemical trusts were made larger. Measures were also 
taken to improve centralised management of the timber 
industry, capital construction and so on. 

All these measures were taken within the framework 
of the existing system of industry management, while at 
the end of the 1920s, the necessary conditions matured 
in industry for a thorough-going reorganisation of the 
entire system of industry management. The reasons lor 
such a reorganisation were analysed in the report of the 
SEC (USSR) Presidium to the Sixteenth All-Union Con¬ 
ference of the Communist Party. This report also noted 
that, in connection with the modernisation of the natio¬ 
nal economy, industry was faced with new tasks, the most 
important of these were the organisation of industry, the 
nature and methods of managing it and the structure ol 
the industrial apparatus. The efficiency with which state 
resources were used and the rate of industrial growth 
were to a large extent dependent on how correctly these 
problems were solved. 

Considerable preparatory work had been carried out 
by special commissions before the reform of industiy ma¬ 
nagement was launched. 

For discussion of this issue, a report was published by 
the Central Committee of the Workers’ and Peasants’ 
Inspectorate (WPI) that stated that ‘‘the moment has come 
to reorganise industry management from top to bottom. 
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The SEC of the USSR has not only to intensify technical 
guidance of industry, but also to combine the functions of 
technical guidance with those of economic planning in 
the closest possible way.” 

The impending reform was subjected to thorough ana¬ 
lysis at a sitting of the Planning and Economic Board of 
the SEC (USSR) and at that of the SEC (USSR) Presi¬ 
dium, at which it was noted that entirely new princip¬ 
les were to form the foundation of the impending reform 
of industry management, principles that would differ fun¬ 
damentally from those behind the management of indus¬ 
try at the beginning of NEP. 

The growth of the material resources at the state’s 
disposal, the expansion of the socialist sector and the 
gradual ousting of private capital not only from indus¬ 
try, but also from retail commodity turnover, created a 
firm base for consolidating and extending the planning- 
principle in industry at the beginning of the First Five- 
Year Plan. New demands were made on technical and 
organisational aspects of planning. 

The most important thing of all was to improve direc¬ 
tion of the enterprise, because of the role played by the 
enterprise during the modernisation of the national eco¬ 
nomy. lhe SEC (USSR) report '‘On the Reorganisation 
ol Industry Management’', which set forth the main prin¬ 
ciples of the reform, stressed that “the enterprise must be 
independent and its administration bears full responsib¬ 
ility tor fulfilling the production programme”, and laid 
down guidelines for the structure and content of the pro¬ 
duction and finance plan, for the organisation of sales, 
supplies, financing and so on. The boundaries of the self- 
financing system were extended. Whereas in the Statute 
ot trusts of June 29, 1927, the self-financing principle 
applied only to an enterprise as a whole, the SEC report 
suggested that it should also apply to the enterprise com¬ 
ponents (the workshop and the team). Measures were 
outlined to improve labour organisation, strengthen one- 
man management, raise the level of technical and eco¬ 
nomic knowledge of enterprise directors. In connection 
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with reorganising the industry management system and 
increasing the role of the enterprise, the question arose 
of the place and role of the trust within this system.. 

On the eve of the reform, a suggestion was made within 
the commission of the Central Committee of the WPI 
to set up, in contrast to the trust as a district industrial 
amalgamation, an organisation which would combine en¬ 
terprises of the same specialisation. The commission be¬ 
lieved that this would significantly simplify technical gui¬ 
dance of industry. This type of amalgamation meant a 
new form of industry management, based on branch spe¬ 
cialisation, and involved a regrouping of enterprises tak¬ 
ing account of their production specialisation. During the 
discussion of the trusts’ place in the new management 
system, the majority of participants came to the conclu¬ 
sion that, at a time when the enterprises were entrusted 
with the main tasks involved in the technical modernisa¬ 
tion of industry the position of the trusts in the system of 
industry management changed. 

In this way, in the course of preparations for the 
reform of industry management at the end of the 1920s, 
the main ways and methods of putting through the 
reform were outlined. 

2. Branch Industrial Amalgamations 

During the reconstruction period the following system 
of industry management had taken shape: enterprises 
trust—syndicate—chief committee—functional agencies of 

the SEC. , , 

With the broad-scale modernisation, however, the func¬ 
tions of the trusts changed, the role of the. enterprise in 
the management system increased, and objective condi¬ 
tions arose for changing the organisational forms and 
methods for managing the whole of industry. This was 
particularly evident in the economic activities of large 
syndicates (the Textile, Metal, Silicate and others). 

Using a system of economic levers and incentives, the 
syndicates effectively regulated industry. The SEC chief 




























administrations were administrative bodies that had no 
power to exert economic influence and could not really 
influence the development of the industry. 

In the situation, the gap between administrative and re¬ 
gulating functions in industry management was widen¬ 
ing. An objective necessity arose to set up a single autho¬ 
rity that combined both sets of functions for management 
of the entire industry. 

An important role in the solution of this problem was 
played by industrial amalgamations, which became a 
transitional step towards the formation of branch Peo¬ 
ple’s Commissariats. They were bodies that combined 
the functions of the chief committees and the syndicates. 
The main task of the new bodies was to organise tech¬ 
nical and economic guidance of production for the whole 
industrial branch. Although some experience had already 
been accumulated in combining the function of chief 
committees and syndicates (the Textile Syndicate), the 
problem of setting up a single authority capable of achiev¬ 
ing the main goals of the period remained unsolved. Re¬ 
gardless of a significant evolution in its functions, the 
Textile Syndicate remained a supplies and sales agency 
for state industry, technical guidance lying beyond its 
jurisdiction. During the industrialisation stage, however, 
stress was laid on raising the technological level of in¬ 
dustry, and all the other problems had to be solved in 
the light of this general Party line. A formal merger of 
the functions of a SEC chief administration and of a syn¬ 
dicate, without a thorough reorganisation of the industry 
management system, could not and did not yield positive 
results. The Textile Syndicate’s experiment was a failure 
and further mergers had to be abandoned. 

Initially it was intended to abolish the subsidised ad¬ 
ministrative chief committee by combining it with the 
self-financed amalgamation (syndicate). As a result of 
this merger, self-financed amalgamation emerged the 
economic activities of which covered the whole industry. 
The syndicate was transformed from an organisation 
based on a voluntary union of state trusts and enterprises 
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into one which embraced all fields of the production and 
economic activities of syndicated industry. The goals of 
industrialisation of the national economy could not, how¬ 
ever, be achieved in a short period using only the methods 
of the syndicates which relied mainly on the market for 
regulating industrial production. This very mechanism 
was unsuited to rapidly breaking up the proportions that 
had already become established in the economy. More¬ 
over, there were shortcomings in the way the syndicates 
functioned, shortcomings which prevented them from 
running a whole branch of industry efficiently. First, the 
planning of the development of the whole industry was 
not well worked out. The syndicates did not ensure tech¬ 
nical guidance of the industry and this conflicted with 
the tasks of the First Five-Year Plan involved m the 
technical modernisation of industry. Second, the syndi¬ 
cates suffered from a chronic shortage of own circulating 
assets. As a consequence, the attempt to set up self-sup¬ 
porting chief committees on the basis of a combination o 
SEC chief committees and syndicates, in the activities of 
which the old methods used by syndicates prevailed, did 
not prove a success. This is why a new managerial autho¬ 
rity had to be created: the branch industrial amalgama¬ 
tion which carried out both day-to-day and regulation 

functions in industry management. 

The main reasons for setting up branch industrial amal- 
gamations were as follows: the need for technical and 
economic management within a single authority; shift o 
emphasis in the organisation of production and manage¬ 
ment to the enterprise and a cut-back in the intermediate 
links; the regrouping of enterprises on the basis of then- 
production specialisation and the establishment of branc 
specialisation: an increased role of self-financing methods 
at all levels in industry; and organisation of the work in 
industry to expand the technical base of the national eco- 

n °The duties of the new amalgamation included: plan¬ 
ning production in the industry as a whole; planning and 
guidance of capital construction; technical guidance; or- 
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ganisation of supplies and sales; guidance of trading and 
financial activities; organisation of labour; and training 
and distribution of personnel. The structure of directing 
organs and the relations between individual links within 
the management system differed according to the type 
of industry, its economic, technical and organisational 
structure, to the enterprises which it combined, the degree 
of specialisation, geographical location, etc. 

Three types of amalgamations were formed: 

1. Amalgamations including enterprises and trusts only 
of national significance. These supervised all the activities 
of their member enterprises’ production planning, plan¬ 
ning and direction of capital construction, technical 
guidance, organisation of supplies and sales, guidance 
of trading and financial activities, and organisation of 
labour. 

2. Amalgamations including enterprises and trusts of 
national, republican and local industry. With respect 
to enterprises and trusts of nation-wide significance, they 
had to carry out all the functions enumerated above, 
and with respect to the others, the same functions as a 
syndicate plus planning of production, capital construc¬ 
tion and general technical guidance in the training of per¬ 
sonnel. 

3. Amalgamations of a syndicate type including enter¬ 
prises and trusts only of republican significance. In this 
case, in addition to the functions of a syndicate, the amal¬ 
gamation had to plan production and capital construction 
on a scale of several republics and direct technical mo¬ 
dernisation. 

Enterprises and trusts of national significance were re¬ 
grouped in accordance with the type of amalgamation. 
The first group included special engineering, metallur¬ 
gical and fuel industry enterprises; the second had main¬ 
ly general engineering and the third was basically light 
and food industry. 

When republican amalgamations were organised, the 
entire system of relations between Union amalgamations 
and republican and local industry was almost fully re¬ 
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tained. Instead of individual trusts and enterprises, how¬ 
ever, relations were conducted with Union amalgama¬ 
tions through the intermediary of the republican amalga¬ 
mations. These had a range of duties that corresponded to 
those of the existing directorates of republican economic 
councils. 

Being a self-financed organisation, the amalgamation 
had its own balance which included all the property of the 
enterprises and trusts of all-Union significance. The profits 
of the amalgamation consisted of the difference between 
the release price and the production cost, and was reflected 
in the amalgamation’s balance. The profit was formed in 
the following way: first the enterprises and trusts trans¬ 
ferred all profits for the current year to the amalgama¬ 
tion’s account; 50 per cent of additional planned profits 
of the enterprise were transferred to it, as were remain¬ 
ing planned profits, depending on plan fulfilment. The 
work of the enterprise, member of an amalgamation, was 
assessed on the basis of the difference between planned 
and actual prime cost, and the enterprise had no. profit- 
and-loss account of its own. This testifies to the high de¬ 
gree of centralisation of financial functions within the 
amalgamation. 

For trusts of republican and local significance, a special 
account of profits and losses according to the correspond¬ 
ing trusts and enterprises was kept. 

Specialised operational and functional bodies were set 
up to organise the management and regulation of produc¬ 
tion within the amalgamation. These operated as self- 
financed subdivisions. The operational bodies included ad¬ 
ministrations for supplies and sales of semi-finished goods 
and for capital construction. Specialised bodies fulfilled 
mainly supplies and sales functions and partially produc¬ 
tion ones (capital construction). The functional bodies in¬ 
cluded economic planning and accounting administrations. 
The bodies were responsible for economic planning, ac¬ 
counting and supervision of production within the whole 
of amalgamation, scientific research and technical gui¬ 
dance. 
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One of the central tasks of the amalgamation was to 
organise technical guidance of the trusts and enterprises 
within the amalgamation. Research institutes were placed 
under the jurisdiction of the amalgamations and these vir¬ 
tually had to manage the whole branch of industry. 

At first, the amalgamation was directed by a board, but 
the collegial form of management later made way for 
one-man management. Direction of the amalgamation 
was entrusted to managers. 

The amalgamations were created at the beginning of 
the 1930s on the basis of the Party Central Committee’s 
Resolution of December 5, 1929. At the same time, the 
chief administrations with their corresponding committees 
and fourteen syndicates were abolished. On the basis of 
chief committees and syndicates, 33 all-Union branch 
amalgamations were established. Republican and regional 
amalgamations incorporating trusts and enterprises of re¬ 
publican and local industry were also set up. Eleven such 
amalgamations were set up in the RSFSR. In some cases, 
all-Union, republican and local amalgamations were set 
up in one and the same industry. The new amalgama¬ 
tions did not upset the existing division of industry into 
all-Union, republican and local. 

Enterprises belonging to republican and local industry 
that formed part of an all-Union amalgamation remained 
subordinate to republican and local authorities. They 
were financed through the republican or the local bud¬ 
get. All-Union amalgamations were directly connected 
with republican and local enterprises only on day-to-day 
economic issues (supplies, sales, technical guidance). Even 
when republican amalgamations were established procure¬ 
ment of raw materials and sales of output were concen¬ 
trated within all-Union amalgamations. Republican amal¬ 
gamations dealt with supplies and sales only within li¬ 
mits determined by the Supreme Economic Council of the 
USSR. 

The amalgamation was subordinate to the SEC of the 
USSR, which defined planning tasks, gave directives on 
price formation, supervised plan fulfilment, made inspec- 
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tions and surveys, approved charters and selected mana¬ 
gement personnel. 

The trust still remained the directing agency of the en¬ 
terprise and bore responsibility for the organisation ol the 
enterprise’s production and economic activities, lhe trust s 
rights were, however, limited. Some of its functions weie 
handed over to the branch industrial amalgamation and 
some to the self-supporting enterprise. 1 he trust was di¬ 
vested of the right to organise supplies and sales. Conse¬ 
quently, the formation of amalgamations meant that a 
three- or four-stage structure took shape in industry ma¬ 
nagement (the SEC —amalgamation trust enterprise). 
On the whole, however, a three-stage structure predomi¬ 
nated (the SEC— amalgamation—enterprise). 

One of the main tasks of the amalgamation was to or¬ 
ganise production planning. Directives on industry plan¬ 
ning originated in Gosplan and were then made more 
specific in the SEC summary plan for industry. On the 
basis of general planning directives from the SEC, the 
amalgamation worked out corresponding directives lor 
the trusts and enterprises for the coming economic year. 
The trusts and enterprises used these directives to wor 
out concrete figures, taking account of their own poten¬ 
tials, and then reported these to the amalgamation. On 
the basis of these figures, the amalgamation compiled sum¬ 
mary targets, in the elaboration of which the amalgama¬ 
tion was guided by the national plan and the interests o 
development in its own branch of industry. 

After approval of the target figures by the SEC of the 
USSR, the amalgamation informed the trusts and enter¬ 
prises of the production tasks established for them in the 
form of a production and finance plan, which formed the 
basis for all the economic activities of the enterprise 
(trust) The production and finance plan for the entei- 
prisc established the production programme, the quotas 
both in physical and value terms, for expenditure ol raw 
and other materials, the number of workers required, the 
estimated prime cost and a number of other indicators. 
The production and finance plan and all the necessary 
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calculations were studied by the board of the amalgama¬ 
tion together with the director of the enterprise and were 
approved by the board. The estimated prime cost approv¬ 
ed by the board of the amalgamation was the price at 
which the enterprise sold its output to the amalgamation 
board and to other organisations. The enterprise received 
an order from the amalgamation which established the 
quantity, time and terms for the delivery of the finished 
output and the terms for new construction as well as the 
price. Maintenance and minor repairs were defined as an 
overall volume of repairs. Long-term plans for the de¬ 
velopment of production and the plan for modernisation 
and improvement were worked out on the basis of the 
general directives from the amalgamation. 

There were, however, difficulties involved in planning, 
owing to the imperfect planning methods, the lack of the 
necessary qualified economic personnel and absence of 
a functional system for management organisation. The 
planning agencies of the amalgamation, with the partici¬ 
pation of other management departments, compiled only 
target figures and plans. Day-to-day planning was not co¬ 
ordinated. Divergences from the plan resulting from or¬ 
ders issued by other departments only became known to 
the economic planning administration of the amalgama¬ 
tion, from the reports of the enterprise or statistical data. 
In these circumstances, the economic planning department 
of the amalgamation could not take account of day-to-day 
changes in the enterprise’s plan in time or exert an ac¬ 
tive influence on production. All this created difficulties 
in organising the work of industrial enterprises and ham¬ 
pered the introduction of self-financing. 

The resolution of the First All-Union Conference on 
planning production in the metal-working and electronics 
industries stated that “organisation and planning of pro¬ 
duction must be made the leading component of manage¬ 
ment”. The Resolution of the SEC (USSR) Presidium of 
August 12, 1931 “On Planning between and within 
Workshops” noted that there were shortcomings common 
to whole industry. For example, the production process 
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was not elaborated in all details; quotas lor the output and 
expenditure of materials were not justified; equipment 
was not supplied with the necessary operating and main¬ 
tenance instructions; the production and finance plan was 
not backed by sound enough technical arguments; unjus¬ 
tified experimental statistical output quotas were used and 
no account was taken of the results of detailed analysis 
of the production process; warehousing operations were 
poorly organised, as was the functioning of auxiliaiy 
workshops; and the organisational structure for the mana¬ 
gement of the trust lacked clarity. 

During the First Five-Year Plan, considerable attention 
was devoted to improving production. Complex measures 
were planned and carried out, namely: planning methods, 
the settlement system, stock-taking and reporting were 
improved. 

When the amalgamations were set up, the forms and 
methods used for supplies and sales changed. Within the 
amalgamation, a specialised, self-financed administration 
was created to deal with planning and day-to-day work 
in supplies and sales for the whole industry. The enter¬ 
prise was supplied on the basis of an established list ac¬ 
cording to which it received not less than 80 per cent ol 
the necessary materials. It had the right to obtain other 
materials independently, though even in this case it was 
supervised by the board of the amalgamation. 

The supplies and sales administration accepted orders 
and distributed them among the enterprises, established 
the product range and the procedure for receiving the out¬ 
put. A system of general contracts was in operation. The 
administration was entrusted with all functions involved 
in organising warehousing for the whole industry, includ¬ 
ing that of enterprises and even ol individual workshops. 
The administration procured and bought basic mateiials, 
dealt with technical supply and storage, established ceil¬ 
ings for stocks of raw materials and expenditure of other 
materials. 

With centralised management of industry, centralised 
regulation of supply operations gave the trusts and enter- 






























prises several advantages. On the scale of the whole 
industry, it led to economy in distribution costs and a 
rise in the rate of turnover of circulating assets. Despite 
the obvious advantages of centralised supplies and sales, 
significant drawbacks surfaced up soon after the introduc¬ 
tion of this system. At the First All-Union Conference of 
workers from socialist enterprises, the system came under 
criticism. Under the new system, day-to-day supply work 
was not dealt with by the enterprise itself, but by branch, 
district and other supply departments. It created artifi¬ 
cial difficulties for the amalgamation in organising sup¬ 
plies according to the list, product range and, what is 
more, cut off the enterprise from this process. 

On January 30, 1931, the newspaper Zo. industrializat- 
siyu (For Industrialisation) published an article entitled 
“How to Improve Industrial Supplies'’, which analysed 
the reasons for the difficulties that had arisen in supplies. 
At the petroleum, chemical and automobile enterprises, 
for example, orders and the specifications for materials 
needed were frequently changed. During three months 
alone, the Ukrainian agricultural engineering plants in¬ 
troduced fifty amendments. Since, as yet, there were no 
scientifically justified rates of material expenditure per 
unit of output, order did not correspond to real needs. 
The metallurgical project in the Urals, for example, asked 
for 190,000 cubic metres of timber for three months, 
when its true requirements were only 74,000 cubic met¬ 
res. At first, the ball-bearing plant project asked for 
7,000 tons of steel, when it really needed 374 tons. 

The system for approving and drawing-up documents 
was also inefficient. Within the supply system alone, a re¬ 
quest had to pass through five or six different specialised 
agencies, and then it went through as many planning and 
regulating agencies. The main drawback to the system 
was departmental instead of personal responsibility for 
the organisation of supplies. 

At the First All-Union Conference of workers from 
socialist enterprises it was emphasised that the existing 
supply system isolated the directors of enterprises from 
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supply questions. Orders for equipment were handed to 
the amalgamation, which then had to distribute them 
among the plants without any participation on the part 
of the customer. The plant could not be allowed to pro¬ 
cure materials beyond the limits ol the plan and the amal¬ 
gamation, and without the direct participation of the plant 
placing the order, for without contracts being drawn up 
between them there was no guarantee that the orders 
could be fulfilled. For this reason, improving industry 
supply involved an improvement in planning, contracts, 
and introduction of the principle of collective and indi¬ 
vidual benefit. . 

Governed by the decisions of the All-Union Coni eren- 
cc of managers from socialist enterprises, the SEC (USSR) 
Presidium issued on March 25, 1931 a special resolution 
“On Measures to Improve the Supply System”, which 
stated that the warehousing facilities of enterprises should 
come under the jurisdiction of the director and Ins de¬ 
puty both on a day-to-day basis and administratively. All 
work connected with supplying enterprises with neces¬ 
sary materials should be based on general agreements be¬ 
tween the amalgamation and the supplier, in accordance 
with the funds and credit allocated to the enterprises. It 
was intended to improve the technique lor filing requests 
and material responsibility for failure to fulfil terms of 
the contract or supplies and sales commitments. The de¬ 
faulters were to pay fines, and the responsibility of the 

enterprise for obligations undertaken was increased. It 

was decided to improve supplies by drawing up plans for 
material supplies (material balance-sheets). Ihese were 
considered as a component part of the target figures for 
development of the industry and were approved at the 
same time. The material balance-sheets of enterprises 
were compiled on the basis of the orders from workshops. 

At the same time, specialised self-financed supply amal¬ 
gamations were set up. In the auto and tractor amalga¬ 
mation, for example, instead of a supply administration, 
a specialised organisation was established to deal with 
supplies and repairs. The role of the enterprise was in- 
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creased and its supply departments were entrusted with 
actual supply functions. These worked on the basis of 
local contracts concluded directly with the supplier fol¬ 
lowing- the signing of the general agreement of the amal¬ 
gamation. In the absence of a general agreement, the en¬ 
terprise operated independently. According to the new 
statute, enterprises bore full responsibility for commit¬ 
ments made and their losses were no longer covered by 
the amalgamation. 

All questions relating to management of fixed and cir¬ 
culating assets, i.e., the drawing-up of the production and 
finance plan, bank credit, distribution and redistribution 
of capital among the self-financed bodies of the amalga¬ 
mation, establishment and approval of settlement prices, 
and also the general financial policy, were dealt with by 
the financial administration of the amalgamation. 

Enterprises were financed by the amalgamation’s board 
in a centralised way, according to annual, quarterly and 
monthly estimates. 

In the Statute of Enterprises worked out by the board 
of the auto and tractor amalgamation, it was stressed that 
the property of the enterprise, its circulating assets and the 
size ol depreciation outlays were to be set by the enter¬ 
prise lor each year. The enterprise was also to keep in¬ 
dependent accounts, commercial and statistical reports, 
and calculation, and take inventories. The board and the 
enterprise were to settle their mutual accounts quarterly. 

Amalgamations had considerable powers in planning 
prices. The Resolution of the Central Committee of the 
Communist Party of December 1929 stated that, in order 
to increase the day-to-day powers and responsibility of 
amalgamations of industrial enterprises, the SEC and the 
PCT when planning commodity turnover should give 
only general directives on cutting release prices and that 
they should indicate the average limit for such a cut, so 
that later work in price-setting could be entrusted as far 
as possible to the amalgamation itself. 

Amalgamations planned both branch and intra-branch 
prices. Whereas prior to the reform of industry manage- 
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ment, prices for the textile industry products had been 
worked out and approved by the PC T, after the All-Union 
Textile Amalgamation was formed, these functions be¬ 
came the concern of its sales department. # 

In March 1930, the SEC (USSR) Presidium issued a 
directive that the SEC apparatus should draw up instruc¬ 
tions on price formation for the branch. These were to^de- 
line price policy and establish average fluctuations. Pre¬ 
paration of the necessary data and actual compilation oi 
price lists was to become the concern of the correspond¬ 
ing department of the amalgamation. Prices for consumer 
goods continued to be set by the People s Commissariat 

for Trade. , , , , . 

When regulating the profitability of the branch ol in¬ 
dustry, the amalgamation set a single branch price. With¬ 
in the amalgamation, individual settlement puces were 
introduced for each enterprise. When the enterprise was 
handed the quarterly order, the amalgamation set the 
planned prime cost of the product, which also served as 
the planned price for settlement between the amalgama¬ 
tion and the enterprise. The actual price was based on 
the actual prime cost. On delivery of the finished product, 
the difference between the planned and the actual price 
was transferred through the State Bank to the current ac¬ 
count of the amalgamation. 

If the actual price was below the planned one, the plant 
drew up a special bill for the difference which was paid 
by the amalgamation. Within the amalgamation there 
were different methods of making payments for output. 
In the auto and tractor amalgamation, for example, di¬ 
rect transfers were used on obligations by selling goods 

on deferred payment. f 

The amalgamation made centralised budget transfers, 
i e , it transferred the turnover tax for all its enterprises 
and other economic units to the State budget. In 1931 
alone, 94 per cent of the total turnover tax revenue en¬ 
tering the State budget came from the all-Union amalga¬ 
mations. . , 

At the same time as the amalgamations were created, 
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a credit reform was put through. Concentrating all branch 
management functions in the hands of the amalgamation 
necessitated centralised distribution of financial resour¬ 
ces. 

Credit relations based on direct but also on indirect 
mutual crediting came into sharp conflict with the devel¬ 
opment and improvement of centralised planning, the 
management system, and transfer of enterprises on to the 
self-supporting basis, i.e., commercial accounting that ex¬ 
isted at the time and the so-called indirect mutual credit¬ 
ing contradicted the new tasks of the period under con¬ 
sideration. 

The credit methods on which the reform was founded, 
however, did not develop immediately. At the first stage 
of the credit reform, some of the enterprise’s accounts in 
the State Bank were closed (the current, simple, special, 
commodity and other accounts). These were replaced by 
a single current account for the enterprise for all its mo¬ 
netary operations. The bank payed the enterprise at sett¬ 
lement prices set by the amalgamation board. Accumula¬ 
tions, which included planned profit and depreciation out¬ 
lays were drawn off by the bank. 

Before the credit reform, the amalgamation’s board 
financed the enterprises every month, on the basis of esti¬ 
mated prime cost. Final settlements were made at the end 
of each quarter. The main drawback to this system was 
that the board based its control on the monthly finance 
plan, which was often drawn up with some delay. The 
lack of daily accounts led to a cash deficit. 

In these circumstances, control over fulfilment of the 
production and finance plan was made more difficult. An 
inevitable consequence of this was that the entire financ¬ 
ing system did virtually nothing more than satisfy the 
enterprises’ requests for cash to pay wages, mainly with 
loans. Subsequently, these loans accumulated in the amal¬ 
gamation’s board. The actual position as regards the 
financing of enterprises was the same as before their trans¬ 
fer on to the self-financing basis. The only difference was 
that they were financed according to actual prime cost. 


The new stage in the reform began in February 1931. 

A current account was introduced in which the progress 
in the fulfilment of the production and finance plan was 
reflected. The balance of the current account showed the 
financial result of the plan fulfilment. It soon became 
clear, however, that mistakes had been made in the re¬ 
form. The invoices of the supplier were paid automati¬ 
cally and the State Bank did not know whether the buyer 
from whose account the payment was made was in agree¬ 
ment. The buyers and the State Bank branch that served 
them did not have the necessary information at the right 
moment. As a result, ceilings were overstepped. A lack 
of preliminary control led to individual suppliers indulg¬ 
ing in abuses. This increased the gap between the time 
when the seller was credited and that when the purchaser 

debited. 

The policy of achieving profitability within the branch 
when it was virtually independent financially, and also 
the shortcomings in the credit reform at the first stage, 
resulted in enterprises being granted credits regardless ol 
whether or not they had fulfilled the plan. This led to a 
raising of credit ceilings even when the quantity and qua¬ 
lity targets of the plan were not attained, and to automa¬ 
tic transfer of profits to the budget, regardless of whether 
a profit had been made. All this undermined the enter¬ 
prise’s interest in reducing production costs, in accumulat¬ 
ing profits and mobilising internal resources. The measures 
taken to eliminate mistakes in the credit reform helped to 
consolidate the self-financing basis. Settlements were no 
longer made automatically and credit was granted in ac¬ 
cordance with plan fulfilment. Tire funds of the enterprise 
were distinguished from borrowed funds. An insurance ac¬ 
count was created into which went not less than 50 per 
cent of additional profits received by the enterprise from 
reducing production costs. The funds on the account coulc 
only be used once the planned reduction in production 
costs had been achieved. The enterprise’s outlays became 
dependent on its own accumulations. Once the adjust¬ 
ments were made in the credit reform, the procedure was 


274 


18 * 


275 



























dispensed with according to which enterprises transferred 
almost all their profits into the State Bank and, in turn, 
were almost entirely financed out of the budget. A direct 
connection was established between accumulation and plan 
fulfilment, and the enterprises, therefore, had an incentive 
to fulfil the plan. 

In this connection, profitability became extremely signi¬ 
ficant. During the First Five-Year Plan, there was a diffe- 
lence between production costs and wholesale prices for 
metal, ore, coal, timber and other materials. In 1931, 
planned cost per ton of coke was 20 rubles 32 kopecks! 
while the release price was 16 rubles 40 kopecks. In the 
Machine-! ool and Instrument-Making Amalgamation, the 
average ratio of price to production costs for instruments 
fluctuated from 66 to 150 per cent, for machine tools up 
to 140 per cent on the average, and for individual types 
of machine-tools the ratio was between 109 and 170 per 
cent. 

For the industrialisation period, this gap was of parti¬ 
cular significance. It acted as an incentive to introduce 
new technology, above all in heavy industry. The differ¬ 
ence was covered by state subsidies which the amalgama¬ 
tions enjoyed on a wide scale. Beginning in 1936, state 
subsidies were reduced. 

It became important to elaborate common organisa¬ 
tional and methodological principles for transferring en- 
tcrpiiscs on to the self-financing basis. The absence of a 
common methodology and any broad exchange of expe¬ 
rience meant that different principles of self-sufficiency 
and different forms of inter-workshop transfers were in 
operation at almost every enterprise. 

The introduction of self-sufficiency in industry neces¬ 
sitated not only a revision of accounting and organisation 
of planning at the plant. An important stage in this was 
the allocation of circulating assets and orders to the work¬ 
shop. There were long arguments in the press about whe¬ 
ther an intra-plant current account or a cheque system 
were more suitable. The system of current accounts was 
recognised as being more flexible and adaptable, its ad¬ 
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vantage being that it did not require additional documents. 

In some instances the principles of self-sufficiency were 
distorted. The Rostov plant transferred workshops to 
full self-sufficiency—meaning that workshops had direct 
links with the State Bank. The bank opened current ac¬ 
counts for each workshop and these were independent of 
the current account of the plant. It was as if a special 
branch of the State Bank was in operation within the 
plant. These links led to a split in the enterprise as a sin¬ 
gle production organism and conflicted with the Resolu¬ 
tion of the Central Committee of the Communist Party 
of December 5, 1929. Sometimes special accounting “for 
self-sufficiency” was set in opposition to general account¬ 
ing. There were no common principles for forming the 
incentive fund. At some enterprises this fund drew 10 
per cent and in others from 20 to 30 per cent of the sav¬ 
ing made. In the Moscow auto plant, bonus payments 
were made if the programme was fulfilled 100 per 
cent, while the cable factory paid on 90 per cent fulfil¬ 
ment. 

In spite of numerous shortcomings, noticeable results 
were achieved by the self-financed workshops: losses of 
time were cut; the volume of output increased; and a sys¬ 
tem of contracts within component units of enterprises 
was introduced. All this had a favourable effect on the 
development of the economy. 

The initiative and enthusiasm of the workers was of no 
little significance. In the 1930s and early 40s, this was 
manifested in the compilation of counter-plans. The idea 
of these plans began with the workers’ initiative to fulfil 
the tasks of the First Five-Year Plan ahead of schedule. 
Counter-plans were preceded by the organisation of so¬ 
cialist emulation. Their direct goal was to improve the use 
of equipment, raw and other materials and raise the qua¬ 
lity of output. 

The economic and organisational difficulties that arose 
during the industrialisation years were due to the specific 
conditions of the period. The country set out to build so¬ 
cialism without having any experience or enough resour- 



























ces or knowledge. A special system for industry manage¬ 
ment had to be created and the new forms and methods 
of management tested in practice. 

However, objective difficulties were encountered in the 
solution of these tasks. Owing to the increasing scale of 
capital construction and the lack of the necessary resour¬ 
ces, the State budget was overstrained. Temporary dif¬ 
ficulties in supplying the population with foodstuffs and 
manufactured goods necessitated a transition to exchange 
and wages in kind. Moreover, the mistakes made in the 
introduction of the credit reform and in the organisation 
of material and technical supply stemmed from the eco¬ 
nomic theory of the 1920s concerning the essence of com¬ 
modity-money relations in the transitional period. 

According to that theory, the application of commodity- 
money relations was connected with the temporary New 
Economic Policy and was made necessary by the presen¬ 
ce of the multi-structural economy. Abolition of the latter, 
it was believed, would bring the end to the former. 

In practice, this would mean the end of the financial 
system, the transformation of money into transfer tokens, 
rejection of commodity turnover, a transition to direct 
commodity exchange, incompatibility of the plan and self- 
sufficiency, the plan and the market, and in the final ana¬ 
lysis of socialism and the application of commodity-money 
relations. The logic of this was as follows: the socialist 
economy develops on the basis of plan alone, while the 
market inevitably presupposes commodity-money relations, 
and the two are, therefore, incompatible. 

Setting the plan in opposition to the market meant set¬ 
ting socialism in opposition to commodity production. 
Since planned organisation of socialist production repla¬ 
ces the spontaneity of capitalism, extension of planning 
means the end of market relations. 

This conception signified a total elimination of the func¬ 
tions of the market and in their place proposed a strict 
system of regimentation of all aspects of economic activity, 
and replacement of value (market) categories with ac¬ 
counting and distributive ones. 
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The introduction of self-sufficiency was connected with 
the application of commodity-money relations; and oppos¬ 
ing the plan to these implied opposing it to self-suffici¬ 
ency. In fact, self-financing was a method for fulfilling 
the state plan, but it must be remembered that during the 
First Five-Year Plan, self-financing had its own specific 
features. The socio-economic tasks of industrialisation ne¬ 
cessitated a concentration of financial resources, lhe rapid 
change in the economic structure of production was only 
possible with centralised financing and regulation of ca¬ 
pital investment and equally centralised redistribution of 
financial resources for the needs of current and long-term 

construction. . , . 

The practical fulfilment of this programme m the in¬ 
dustrialisation years led to strict regimentation of the 
economic independence of self-supporting enterprises. The 
attempts of certain economists to present this process as 
the disappearance of money and a transition to direct 
commodity exchange were decisively rejected by the All 
Union Conference of workers of socialist industry in 
March 1931 and by the Seventeenth Party Conference m 

January and February 1932. , . , 

In this way, the reorganisation of management carried 
out in 1929/30, the central point of which was the creation 
of self-financed amalgamations, led to a fundamental 
change in the whole system of industry management 
By the middle of 1930, however, serious defects had 
become evident in the functioning of the. self-financed 
amalgamations. Investigation by the commissions set up 
by the SEC and WPI of the production and economic ac¬ 
tivities of the All-Union Textile Combine revealed short¬ 
comings that, as it later became evident, were typical of 
all amalgamations. These were unwieldmess and inef¬ 
ficient functioning of the management apparatus a lack 
of clearly defined rights and obligations between the func¬ 
tional and operational administrations. Contradictions ap¬ 
peared in the implementation of the reform itself, for 
example, the transfer of enterprises to self-sufficiency pre¬ 
supposed that they would be granted wide economic mde- 
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pendence, while the creation of amalgamation meant the 
opposite. The extension of production specialisation and 
the appearance of new branches of industry demanded an 
efficient organisation of the technological modernisation 
of industry, while a whole series of shortcomings in the 
functioning of the amalgamations hampered efficient di¬ 
rection of the industry. This was noted in the resolution 
of the Seventeenth Congress of the Communist Party and 
in the SEC (USSR) report “On the Preliminary Results 
of the Reorganisation of Industry Management”. The 
question arose of making the amalgamations smaller, 
based on branch specialisation. From the second half of 
1930 onwards, when the CLD gave the SEC permission to 
break up the coal and steel amalgamations, each into four 
new amalgamations, the process began of reducing the 
size of amalgamations. As a result, they ceased to be sin¬ 
gle branch authorities. Having lost the functions of plan¬ 
ning for the whole branch, the amalgamations were no 
longer able to solve problems involved in the develop¬ 
ment of technology within the industry on a complex ba¬ 
sis. The organisation of sales and supplies was divided up 
too. The conference of managers in June 1931 stressed 
that this process was taking the right direction and drew 
attention to the need for closer specialisation of amalga¬ 
mations. A parallel process to that of reducing the size 
of amalgamations was the creation of specialised supplies 
and sales organisations. 

As long as the number of amalgamations was relatively 
small, the SEC Presidium and the Planning, Technical 
and Economic Administration (PTEA) could guide them 
directly, but in November 1930, the SEC (USSR) Presi¬ 
dium decided to reduce the size of PTEA too, setting up 
seven branch and twelve functional sectors in its place. 

A few months later, the branch sectors were reorganis¬ 
ed into chief administrations. This is how the chief ad¬ 
ministrations for the engineering industry, the metallur¬ 
gical industry and others appeared. A four-stage manage¬ 
ment system developed (enterprise—trust—amalgamation 
—chief committee). In this form, the amalgamations were 
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an intermediary link in the industry management system. 
The reduction in their size and the creation of chief ad¬ 
ministrations for branches of industry began the transi¬ 
tion to branch specialisation of the central management 
apparatus. 

This four-stage management system was not, however, 
suited to achieving the tasks of further reconstruction 
of industry. The increasing scale of production, the emer¬ 
gence of new industries and the increasing complexity of 
industry as a whole meant that the SEC of the USSR was 
unable to supervise all branches of industry. In order to 
accomplish the tasks of industrialisation in the country, 
particular attention had to be devoted to the development 
of heavy industry. It was on the basis of these require¬ 
ments that the Central Committee of the Communist Party 
admitted the necessity, in its Resolution of February 1931 
“On the Practical Work of Economic Organisations”, of 
taking the light and the timber industry out of SEC, and 
setting up individual people’s commissariats to run these 
branches. By the resolution of the GEC and the CPC ol 
January 1932, the SEC (USSR) was reorganised into the 
People’s Commissariat for Heavy Industry. 

In this way, by the end of the First Five-\car Plan pe¬ 
riod, a branch system for industry management had taken 
shape. Within the industry branch, the industrial enter¬ 
prise became the primary link. During the next pre-war 
five-year plans, further improvements were made in this 
branch system of industry management, specialisation of 
production was extended and the level of industrial pi o- 
duction was raised on the scale of the whole national 
economy. 



















































NOTES 


The All-Russia Central Executive Committee 

This was the supreme legislative and administrative body of the 
RSFSR functioning until the USSR Constitution was adopted m 

1936. 

The All-Union Council of Trade Unions 

The highest leading body of the Soviet trade-union movement 
elected at the All-Union Congress of Trade Unions 1 he Council 
plays a major role in the political, social, economic and cultural life 
of the country. It directs the work of the trade unions in fulfilling 
the tasks set by the Communist Party and successfully playing their 
guiding role as schools of communism. 

The All-Russia Extraordinary Commission for Repression of Coun¬ 
ter-Revolution and Sabotage 

This was the weapon of the dictatorship of the proletariat to 
ensure state security in the Soviet Republic. It was set up in 1 c- 
cember 1917 and in February 1922 was reorganised into the general 
Political Administration. When the USSR was formed, this ,n turn 
was reorganised into United General Political Administration which 
in 1934 was included into the People’s Commissariat for Internal 

Affairs. 

April Theses 

These are Lenin’s theses “The Tasks of the Proletariat in the 
Present Revolution” which he delivered in April 1917. The April 
Theses summarised the enormous revolutionary experience ol the 
Communist Party and proclaimed a general plan of struggle for he 
transition from the bourgeois democratic revolution to the socialist 

revolution. 
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In the economic sphere, these transitional measures included na¬ 
tionalisation of all the land in the country, with confiscation of all 
manorial lands; the marging of all banks into a single national bank; 
the establishment of control over these by the Soviet of Workers’ 
Deputies, and the introduction of control over production and the 
distribution of output. 

In the political sphere, Lenin proposed a transition from a par¬ 
liamentary republic to a republic of Soviets, in which he saw 
the state form of the dictatorship of the proletariat. The basic re¬ 
quirement of the April Theses was for a transfer of power to the 
Soviets. 

The April Theses played a leading role in showing the Commu¬ 
nist Party and the working class the way to victory of the socialist 
revolution. 

Brest Peace Treaty 

Concluded in March 1918 in Brest-Litovsk between Soviet Russia 
and Germany, Austria-Hungary, Bulgaria and Turkey. The peace 
talks were conducted in a situation of economic ruin, general disil¬ 
lusionment with war and collapse of the front. For Soviet power 
to consolidate itself and for the independence of the young Soviet 
state to be maintained, it was essential that the war be brought to 
a halt. The peace was concluded on harsh terms. 

The conclusion of the Brest Peace Treaty gave the Soviet coun¬ 
try a peaceful breathing space. The Soviet Republic won time to 
consolidate the power of the Soviets, organise its economy and form 
the Red Army. The revolution in Germany and the collapse of 
German militarism in November 1918 gave the Soviet state the op¬ 
portunity to annul the Brest Peace Treaty. 

Central Control Commission and. 

Workers' and Peasants’ Inspectorate 

The Central Control Commission of the Communist Party was 
set up at the Tenth Party Congress in 1921 as the Party’s control 
organ. The Twelfth Party Congress in 1923 created the combined 
party and state authority to maintain the unity of the Party, streng¬ 
then Party and state discipline, and improve the work of the So¬ 
viet state apparatus. At the Seventeenth Party Congress in 1934, 
this body was reorganised into the Commission for Party and So¬ 
viet Control and the Nineteenth Party Congress in 1952 renamed 
it the Committee for Party Control. 

Central Executive Commitee of the USSR 
and of a Union Republic 

These were the supreme legislative and administrative organs of 
power during the period from the formation of the USSR in 1922 
to the adoption of the USSR Constitution in 1936. 
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Cenlrosoyui 

This stands for the Central Council of Consumer Societies ol the 
USSR the guiding centre of consumer co-operatives in the country. 

It organises and' directs the activities of consumer co-operatives 
towards a fuller development of co-operative trade, procurement and 
purchasing of agricultural produce and raw materials in rural loca¬ 
lities. The highest organ of Centrosoyus is the Congress of Commis¬ 
sioners of Consumer Co-operatives. 

Co-operative Plan 

This was Lenin's plan for the transformation of small, private 
peasant farms through voluntary co-operation, as outlined by Lenin 
in his works “On Co-operation” and “The Tax in Kind . 

The co-operative plan was based on the need for a union ot the 
working class and the peasantry in the interests of the building of 

socialism. . 

Decisive conditions for the implementation of the co-operative 
plan were the victory of the socialist revolution, a dictatorship of 
(he proletariat and the socialist state’s possession of the leading 
branches of the national economy. Under these conditions, co-opera¬ 
tion is a socialist form of economy. ... , 

With the dictatorship of the proletariat, co-operation is the only 
possible way of gradually involving the toiling peasants in socialist 
construction. It is the most comprehensive and attainable loim ot 
transition to socialism for the broad masses of the peasantry. 1 lie 
co-operative plan envisaged the development of all types ot co-ope¬ 
ration: from the simplest supplies and sales forms to different types 
of production co-operation. It was a major principle 0 r co-opera¬ 
tion of the toiling peasants that it should be voluntary. The co¬ 
operative plan was implemented by the Communist Party in fierce 
class struggle against capitalist elements in the course of the so¬ 
cialist collectivisation of agriculture. 

The Council of Labour and Defence (CLD) 

This authority had the power of a commission under the Council 
of People’s Commissars of the RSFSR, and then of the USSR. It 
was formed in 1920 from the Council of Workers’ and Peasants 
Defence. Its task was to co-ordinate the activities of various au¬ 
thorities in economic construction and defence of the country. It 
was abolished in 1937. 

The Council of People’s Commissars 

This was the highest executive and administrative organ of po¬ 
wer in the Soviet Union before being reorganised in 1946 into the 
Council of Ministers of the USSR. 
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Initially formed as the government of the RSFSR by the Second 
All-Russia Congress of Soviets on October 25, 1917, its first chair¬ 
man was V. I. Lenin. 

The Council of Workers’ and Peasants’ Defence 

This was a state agency headed by Lenin which, during the 
years of foreign military intervention and the Civil War, held full 
powers to mobilise manpower and material resources for the de¬ 
fence of the country. It was set up in 1918, and in 1920 was reor¬ 
ganised into the Council of Labour and Defence. 

The Credit Reform in the USSR 

This involved the introduction in 1930-1931 of direct crediting 
through the State Bank instead of commercial (commodity) crediting 
between enterprises. This created the conditions necessary for a 
substantial strengthening of monetary control over the activities of 
enterprises. As a result of the reform, the State Bank became the 
centre for short-term crediting of enterprises. For financing and long¬ 
term crediting of capital investment special banks such as the In¬ 
dustrial Bank, the Agricultural Bank, the Central Commercial Bank 
and the Bank for Foreign Trade were set up. 

Democratic Centralism 

Discovered and substantiated by Lenin, this is the basic prin¬ 
ciple of socialist management, on the basis of which the centralised 
state management of the national economy is combined with the 
development of creative initiative on the part of the working peo¬ 
ple of enterprises and local authorities and with an increase in res¬ 
ponsibility for the fulfilment of state plans. 

Dictatorship of the Proletariat 

This is the state power of the proletariat established as a result 
of the elimination of the capitalist system and the destruction of the 
bourgeois state apparatus. Establishing the dictatorship of the pro¬ 
letariat constitutes the main content of the socialist revolution. It 
is a dictatorship of the overwhelming majority over the minority 
directed against exploiters and against oppression of the peoples and 
towards elimination of exploitation of man by man. It reflects the 
interests of all the working people. 

The working class uses its power to suppress the resistance of 
the exploiters, consolidate the victory of socialism and rebuff at¬ 
tempts to restore capitalism. The dictatorship of the proletariat does 
not, however, consist entirely or even to any large extent in vio¬ 
lence. Its main function is creative. The dictatorship of the proleta¬ 
riat is the major condition for the victory of socialism. It is used 
by the working class to draw the broad masses of the working people 
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on to its side, to educate them and involve them in socialist con¬ 
struction, and to transform all spheres of the life of society in a re¬ 
volutionary way. r , 

The basis and the highest principles of the dictatorship ol the 
proletariat is the union of the working class with the peasantry un¬ 
der the leadership of the working class. The main guiding force in 
the system of the dictatorship of the proletariat is the Communis 
Party. In the course of the building of socialism, the social base ol 
the dictatorship of the proletariat expands and the society becomes 
unified in socio-political and ideological terms. Simultaneously with 
the development of the social structure of society towards ever grea¬ 
ter homogeneity, the dictatorship of the proletariat undergoes chan¬ 
ges, and the state of the dictatorship of the proletariat develops in 
to the state of the whole people. 

Economic Councils 

These were an organisational form of management of industry 
of the USSR set up after the Great October Socialist Revolution on 
the regional (district), gubernia, town and uyezd level and guided 
by the SEC. The statute of economic councils was adopted by the 
SEC in February 1917. These bodies were under dual subordination 
—to the SEC and to the local Soviets of Workers’, Peasants and 
Soldiers’ Deputies. Their main task was to regulate and organise 
economic activities on the local level. The economic councils carried 
out their activities on the basis of wide participation of the working 
people. They were made up of representatives of Soviets and trade 
unions. The decisions of the economic councils were mandatory for 
all enterprises and establishments within the given area and could 
only be countermanded by the SEC. The economic councils played 
a maior role in the development of the national economy. Ihcy pro¬ 
moted the growth of production, the rise in labour productivity, the 
consolidation of the socialist sector and the growth of the welfare o 

the working people. . , 

The tasks, functions and rights of the economic councils chan¬ 
ged as the national economy developed. In connection with the con¬ 
centration of industry management directly in the hands ol the 
SEC of the USSR and the Supreme Economic Councils of the Union 
republics, the economic councils were concerned with managing local 
industry. In 1932 they were abolished. 

Economic Reform in the USSR 

This constitutes a system of economic and organisational mea¬ 
sures to improve the planning and management of social produc¬ 
tion, economically stimulate enterprises and the working people in 
order to raise the efficiency of socialist production, intensity its bran¬ 
ches and, on this basis, raise the welfare of the working people. Dur- 
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ing the economic reform, the transition was made to new condi¬ 
tions of planning, management and material stimulation of socialist 
production. 1 he decision to carry out an economic reform was adop¬ 
ted by the September (1965) Plenary Session of the Central Com¬ 
mittee of the CPSU and was approved by the Twenty-Third Party 
Congress. 

Extreme Centralisation 

ibe system of extremely centralised management of Soviet in¬ 
dustry from 1918 to 1920 through branch chief and central admi¬ 
nistrations of the Supreme Economic Council. This system was in 
keeping with the tasks of war-time and was intended to mobilise 
the limited production resources for the country’s defence needs. The 
chief committees managed all aspects of the activities of industrial 
enterprises, which had no independence in running their own affairs. 
They also dealt with the material and technical supply of enterpri¬ 
ses, the sale of their output on coupons, without monetary payment. 
After the transition to peaceful construction, this system of mana¬ 
gement was replaced by a new one based on a combination of the 
principles of centralised management of enterprises with their eco¬ 
nomic independence and initiative and on the application of the 
principles of economic self-sufficiency. 

Factory Committees of Trade Unions 

Ihese are organs of the primary trade-union organisations elected 
to deal with current trade-union work within the industrial enter¬ 
prise. 

Five-Year Flans (the First Five-Year Plan) 

The hirst live-Lear Plan for developing the national economy 
of the USSR covers the period 1928 to 1932. The five-year plans are 
stale plans for the development of the national economy and cul¬ 
ture of the Soviet Union. Each five-year plan represents a stage in 
the building of socialism and communism. As a result of the ful¬ 
filment of the First Five-Year Plan, the foundations of socialism 
weie laid, the USSR was transformed from a predominantly agri¬ 
cultural state into a developed industrial one. Other results were 
that, in the main, the small, divided peasant farms were set on the 
path towards large-scale collectivisation, the conditions were estab¬ 
lished for the final elimination of capitalist elements and the coun¬ 
try’s defences strengthened. 

Food Requisitioning 

Requisitioning was a means employed by the state to procure 
agricultural produce during the period of War Communism. In the 
conditions oi the Civil War and economic ruin, the Soviet authori¬ 
ties did not have enough industrial goods at their disposal to ex- 
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change for agricultural produce. The only way to obtain foodstuffs 
to supply the" workers and the fighting armies was to requisition the 
peasants’ surplus produce. Food requisitioning was conducted accord¬ 
ing to the class principle, and it fell most heavily on the kulaks and 
prosperous peasant farms. In implementing the food requisitioning 
policy, the socialist state relied on the military and political union oi 
the working class and the toiling peasantry, who had an interest in 
victory over capitalism and the landlords. Food requisitioning crea- 
ted the conditions for supplying the army and workers with food¬ 
stuffs and for victory over the enemies of the socialist state. It (lid 
not however, stimulate personal interest in the development ol the 
peasant economy, and so after the end of the Civil War, it began 
to hold back the development of agricultural production. In 19-1 
it was replaced by a food tax. 

The Food Tax 

This was a tax in kind levied on peasant farms introduced in 
1921 to replace food requisitioning. The decision to introduce the 
food tax was adopted at Lenin’s recommendation at the Tenth Con¬ 
gress of the Communist Party in 1921. The tax was smaller than the 
amount previously requisitioned and once the tax was paid, the 
peasants had the right to sell surpluses on the market. 

Foreign Military Intervention and the Civil War in the USSR 

From 1918 to 1920, the young Soviet Republic came under mi¬ 
litary attack from the imperialist states, together with the Russian 
counter-revolutionary bourgeoisie and landlords. Their goal was to 
destroy Soviet power, reinstate the power of the bourgeoisie and 
turn Russia into a colony of the foreign imperialists. These attempts 
were totally defeated as a result of the heroic struggle of the wor¬ 
kers and peasant masses of Russia against the interventionists and 
the White Guards. The struggle of the working people against the 
enemy was organised and led by the Communist Party, under whose 
leadership the workers and peasants defended the socialist revolu¬ 
tion and created the conditions for the building of socialism. 

Gosfdan (the State Planning Commitee of the USSR Council of 
Ministers) 

G os plan is the scientific economic planning authority of the So¬ 
viet Union. Initially, the functions of national economic planning 
were fulfilled by the SEC under the guidance of the Communist 
Party. In 1920, a state commission was set up to draw up a plan 
for the electrification of Russia. Gosplan was formed by decree of 
the Council of People’s Commissars in 1921 as the state general 
planning commission under the Council of Labour and Defence ‘'to 
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work out a state economic plan on the basis of the electrification 
plan approved by the Seventh Congress of Soviets and to exercise 
overall supervision of this plan”. With the consolidation and deve¬ 
lopment of the socialist economy and the appearance of new indus¬ 
tries, the functions of Gosplan expanded and extended. 

Groups 

These were the main form of production amalgamation in the 
textile industry. 

Gubernia 

This was an administrative and economic unit in Russia that 
was retained during the first years of Soviet power. In connection 
with the new geographic division of the USSR in 1924-1929, it was 
replaced by divisions called regions and districts. 

“The Immediate Tasks of the Soviet Government” 

This work by Lenin presents a plan for starting the building of 
socialism in Soviet Russia. It was written in the spring of 1918. It 
lays down the principles of the economic policy of the Soviet go¬ 
vernment in the transitional period from capitalism to socialism. 
Lenin indicated the need to create new socialist production relations 
on the basis of social ownership of the means of production. He con¬ 
sidered one of the immediate tasks to be the introduction of the 
strictest accounting and control over production and the distribution 
of output, viewing this as the first step towards socialism, as one of 
the essential conditions for laying the foundations of the socalist 
economy. 

Lenin considered the attainment of a higher labour productivity 
than under capitalism, organisation of socialist emulation and the 
introduction of a new, socialist labour discipline as the main con¬ 
ditions for the victory of socialism. 

He also devoted considerable attention to the strengthening of 
the dictatorship of the proletariat and an all-round increase in the 
role of the state in socialist construction. 

Under the guidance of the Communist Party, Lenin’s plan for 
the building of socialism has been successfully implemented. 

“Left-Wing Communists” 

These formed a group hostile to the Communist Party. It arose 
in connection with the conclusion of the Brest Peace Treaty at the 
beginning of 1918 and supported a policy of drawing the young 
Soviet Republic into the war with Germany, which would have 
threatened the existence of Soviet power in Russia. The “Left-wing 
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Communists” were defeated by the Communist Party and the Brest 
Peace Treaty was concluded. The Soviet state won time to gain 
strength and consolidate its economic and defence power. 

The Material and Technical Base of Socialism 

This means large-scale machine-dominated production covering 
all branches of the economy and based on social ownership ol tic- 
means of production. Advanced and rapidly developing technology, 
a high level of concentration, specialisation and co-operation in pro¬ 
duction and a steady growth of labour productivity are its inherent 
features. The material and technical base of socialism is cieated ac¬ 
cording to plan during socialist construction. Socialist industrialisa¬ 
tion is a major means for building this base. 'I he construction of the 
material and technical base of socialism ensures the complete do¬ 
mination of social ownership of the means of production and social¬ 
ist production relations, the elimination of the exploiting classes and 
the reasons for the exploitation of man by man. It also ensures a 
growth in the cultural and technical level of the working people, a 
gradual increase in their welfare and a strengthening ot the defen¬ 
ces of the socialist state. . . , , 

The technical foundation of the material and technical base of 
socialism is formed by electrification of the national economy, wide¬ 
spread use of mechanical power in production and a transition to 
extensive automation of production processes. In the UbbK, the ma¬ 
terial and technical base of socialism was constructed in the main 
during the first (1928-1932) and the second (1933-193/) five-year plans. 

The Monetary Reform, 1922-1924 

This was reformation in the monetary system put through by the 
Soviet state to improve the running of economic activities m thd 
country, strengthen the socialist sector and improve the welfare ol 
the working people. It consisted of devalued paper money being 
replaced by stable credit money —chervonets (10 rubles) and by stable 
exchangeable Soviet tokens. The reform led to a stabilisation ol the 
ruble and consolidation of the system of money circulation in the 
country. It contributed greatly to the smooth running of the New 
Economic Policy, to the strengthening of the socialist sector and or¬ 
ganisation of economic relations between industry and agriculture. 

New Economic Policy (NLP) 

NEP was the economic policy of the socialist state during the 
period of the transition from capitalism to socialism. It was inten¬ 
ded to create the foundation for a socialist economy using commo¬ 
dity-money relations, to develop socialist industry and to strengthen 
its links with agriculture in order to involve the toiling peasantry 
in socialist construction. 

19* 
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NEP envisaged the restriction, ousting and then the elimination 
of capitalist elements. NEP was adopted in the spring of 1921 after 
the end of the Civil War and foreign military intervention. The 
main task of this policy was to establish the economic union of the 
working class and the peasantry in the interests of the victory of 
socialism. 

The main measures in the transition to NEP were the substitution 
of a tax in kind tor food requisitioning and permission to conduct 
private trade, while the leading spheres in the economy were retai¬ 
ned in the hands of the socialist state. The decision to replace re¬ 
quisitioning with a tax in kind was approved by the Party’s Tenth 
Congress in 1921 at Lenin’s suggestion. 

The restoration of the economy after its destruction during the 
war would have been impossible by developing only the socialist 
forms of economy; it required a revival of private capital, a slight 
temporary retreat. The transition to NEP did not signify the peace¬ 
ful coexistence of capitalism and socialism, but a class struggle ac¬ 
cording to the principle of “Who will beat whom”. The outcome in 
favour of the socialist forms of economy was determined by the fact 
that the proletarian state concentrated in its hands the key branches 
of the economy in the form of large-scale industry, the banking 
system, transport and foreign trade. The new economic policy helped 
strengthen the firm union of the working class with the toiling pea¬ 
santry and, consequently, the dictatorship of the proletariat—the 
major weapon in the struggle for socialism. 

Socialist industrialisation and co-operation in agriculture and the 
development of Soviet trade ensured the economic victory of the 
socialist forms of economy over the capitalist. Once the foundations 
for socialism had been laid and complete dominion of the socialist 
economic forms was ensured, NEP had outlived its usefulness. The 
main principles of the economic policy of the transitional period 
from capitalism to socialism are applied in other countries build¬ 
ing socialism. 

“On Co-operation ” 

This work was written by Lenin in 1923. In it, Lenin gave a 
broad plan for the socialist transformation of agriculture by involving 
the toiling peasantry in socialist construction through co-operation 
on a voluntary basis. 

One-man Management 

One-man management is one of the major principles of mana¬ 
gement under socialism, requiring subordination of the workers’ col¬ 
lective of the industrial enterprise or establishment to the will of a 
single individual—the head (director and so on), and his personal 
responsibility for the task entrusted to him. 
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In socialist society, one-man management is combined with the 
wide-spread participation of the working people in management, 
discussion and solution of problems connected with the development 
of social production. 

People’s Commissariat 

This was a central authority for an individual branch of state 
management in the RSFSR, then in the USSR and Union and auto¬ 
nomous republics. People’s Commissariats were set up in October 
1917 after the victory of the Great October Socialist Revolution. In 
March 1946, they were reformed into Ministries. 

Private Ownership 

This is the form of appropriation under which the means of 
production and consumer goods belong to private individuals. Pri¬ 
vate ownership emerged during the period of the disintegration of 
the primitive-communal structure and the emergence of the slave- 
owning society. The slave-owning, feudal and capitalist modes of 
production are based on private ownership. On the average, it is 
most developed when the great bulk of the social wealth, and above 
all the means of production, are concentrated in the hands of a 
small group of owners exploiting huge masses of working people. 
Under capitalism, the growing socialisation of production takes place 
in antagonistic contradiction with private ownership: productive for¬ 
ces reach a level at which they outgrow their limits and necessitate 
the establishment of social ownership of the means of production. The 
need to eliminate private ownership becomes more and more pres¬ 
sing. Clear proof of the historically transient nature of private ow¬ 
nership is provided by the Great October Socialist Revolution in the 
USSR. After the socialist revolution, private ownership of the means 
of production is withdrawn from the capitalists and is turned into 
social ownership through nationalisation. The private property of 
peasants and artisans based on personal labour is transformed into 
socialist properly by means of co-operation of their farms on a 
voluntary basis. 

The Reconstruction Period in the USSR ( 1921-1925) 

This was the period over which the country’s economy, ruined 
during the First World War and then during the period of foreign 
military intervention and Civil War, was restored. 

Nationalisation of industry, the banks, transport, foreign trade 
and the implementation of the economic union of the working class 
and the peasantry created favourable conditions lor a rapid rehabili¬ 
tation of the national economy. The reconstruction of industry was 
based on the New Economic Policy, without foreign assistance. The 
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socialist sector soon squeezed private capital out of industry and 
trade; the peasants combined voluntarily into co-operatives; the liv¬ 
ing standards of the working people improved. As a result, the con¬ 
ditions were prepared for socialist industrialisation. 

Russian Communist Party (Bolsheviks); 

All-Union Communist Parly (Bolsheviks) 

These were the names given to the Communist Party at different 
periods. Up to March 1918, the Communist Party was called the 
Russian Social-Democratic Party (Bolsheviks). At the Seventh Con¬ 
gress of the Party in 1918, it was renamed the Russian Communist 
Party (Bolsheviks). After the formation of the USSR, the Fourteenth 
Party Congress in 1925 approved the new name, the All-Union Com¬ 
munist Party (Bolsheviks). 

Self-Sufficiency (Self-Financing) 

Self-financing is a method for the planned running of socialist en¬ 
terprises based on economic independence and commodity-money re¬ 
lations. It presupposes assessment of the enterprise's outlays and 
the results of its economic activities in money terms, the covering 
of outlays from the enterprise’s own income, operation at a profit, 
material interest and responsibility of the enterprise and its workers. 

Self-financing enterprises possess a certain economic and day-to- 
day independence within the framework of the state plan. They are 
allotted specific material and monetary resources needed for their 
production activities, they arc made responsible for fulfilment of the 
production plan and economical use of resources available. Material 
incentives for the workers are introduced at self-sufficient enter¬ 
prises. The individual material interest of each worker is combined 
with the interests of the entire collective. Self-sufficiency envisages 
a constant struggle to reduce production costs and distribution over¬ 
heads. The relations between the enterprise and the state are based 
on the principle of a combination of centralised planned manage¬ 
ment with initiative on the local level. 

Socialist Industrialisation of the USSR 

This is the process by which the economic backwardness of the 
country is eliminated and it is turned into an advanced industrial 
state by the creation and development of the branches of heavy in¬ 
dustry as first {priority—the foundations of the material and tech¬ 
nical base. In the course of its construction, the victory of the so¬ 
cialist. form of economy over the capitalist and petty-commodity 
forms was ensured, as was the restructuring of the economy on the 
basis of scientific and technological progress, the overcoming of the 
technical and economic dependence of the country on the capitalist 
countries and the strengthening of the USSR’s defence potential. 


Socialist industrialisation was directed at overcoming the contra¬ 
dictions of the transitional period from capitalism to socialism and 
raising the material and cultural standards of the working people, it 
made it possible to supply agriculture with the most advanced tech¬ 
nology, created the conditions for its reformation along the new 
lines of voluntary co-operation of the peasants’ holdings and streng¬ 
thening of the union of the working class and the peasantry The 
main sources for socialist industrialisation were the incomes of na¬ 
tionalised industry and the accumulations of agriculture, the ban¬ 
king system, internal and foreign trade. 

Socialist industrialisation proceeded at a rapid rate. Owing to 
the advantages of the socialist system of economy the USSR was 
able to industrialise in a very short time. During the first two fi\e- 
year plan periods (1928-1937) the USSR was transformed from a 
primarily agricultural backward country into an industrial power. 
The share of large-scale industry in the gross product of industry 
and agriculture increased from 42.1 to 77.4 per cent in the period 
1913-1937. The creation of heavy industry w^as the basis for the 
growth of labour productivity and a constant increase in the welfare 
of the working people, and Tor strengthening the defence capacity 
of the country. 


Socialist Nationalisation 

Socialist nationalisation is the revolutionary expropriation by the 
proletarian state of the property of the exploiting classes and its 
transformation into socialist slate property, i.e., the national wealth 
Socialist nationalisation is an objective necessity, a major component 
part of the revolutionary process of the transition from capitalism to 
socialism. It eliminates capitalist property, destroys the economic do¬ 
mination of the exploiting classes and creates a socialist sector in the 

economy. . .... c 

The ways, methods and rate of socialist nationalisation ot the 

main means of production are determined by historical conditions. 
In the USSR, nationalisation of the main means of production be¬ 
gan immediately after the Great October Socialist Revolution. 

The nationalisation of bourgeois property took the form ol con¬ 
fiscation, requisitioning and sequestration. Confiscation was of parti¬ 
cular importance as the compulsory and uncompensated alienation ot 
the property of the bourgeoisie by the Soviet state. Requisitioning 
was also wide-spread. In contrast to confiscation, it provided for the 
payment of compensation for nationalised property. In preparation 
for nationalisation of bourgeois property capitalist enterprises were 
sequestered, i.e., the owner’s rights were temporarily limited and he 
was prohibited from disposing of his own property by a government act. 

The nationalisation of large-scale industry, the banks, trans¬ 
port and foreign trade meant that the Soviet state undermined the 
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economic power of the bourgeoisie, took the key sectors of the na¬ 
tional economy into its hands and created the socialist socio-econo¬ 
mic structure within the economy. 

Socialist Ownership 

Social ownership of the means of production and consumer goods 
is called socialist ownership. It forms the economic basis of social¬ 
ist society and its production relations. Socialist ownership emerges 
as a result of the socialist revolution through the socialisation of 
large-scale private capitalist property and the transformation of the 
petty private property of peasants and artisans by co-operation of 
their farms on a voluntary basis. 

I he domination of social ownership puts an end to the exploi¬ 
tation of man by man, liberates man from all forms of oppression 
and social dependence and creates wide opportunities for the plan¬ 
ned and continuous development of social production, an increase 
in the productivity of social labour, a constant growth of the wel¬ 
fare of the working people and the all-round flourishing of the in¬ 
dividual. 

Socialist, Petty-Commodity and Capitalist Structures 

These were the main socio-economic structures (sectors) inherent 
in the economy of the transitional period from capitalism to social¬ 
ism. Apart from these structures, there existed in the economy of the 
USSR during the transitional period elements of (he patriarchal pea¬ 
sant economy and state capitalism. 

1 he socialist structure combines state enterprises arising through 
the socialist socialisation of the means of production that had been 
the private properly of the exploiting classes, and also co-operative 
enterprises formed by the voluntary amalgamation of some of the 
peasants and artisans into different forms of co-operative. 

The petty-commodity structure covers the economies of petty- 
commodity producers—peasants and artisans—whose production was 
based on private property and personal labour. In the USSR, the 
petty-commodity structure at the beginning of the period of tran¬ 
sition from capitalism to socialism included the majority of the po¬ 
pulation and played a substantial role in the national economy. 

The capitalist structure is composed of the enterprises of the 
bourgeoisie in the town and country. In the town, this sector is rep¬ 
resented by the enterprises of private industry and in the village 
by kulak farms. As the problems of the transitional period from ca¬ 
pitalism to socialism arc solved, the socialist structure becomes com¬ 
pletely dominant. The petty-commodity structure is gradually trans¬ 
formed into the socialist on the basis of co-operation of the small eco¬ 
nomies of peasants and artisans on a voluntary basis, while the ca¬ 
pitalist structure is abolished. 
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Soviets of Working People’s Deputies 

These are representative organs of state power forming the po¬ 
litical base of the USSR. 

The Soviets emerged in Russia during the 1905-1907 Revolution 
as Soviets of Workers’ Deputies. During the February bourgeois de¬ 
mocratic revolution in 1917, Soviets of Workers’ and Soldiers’ De¬ 
puties were set up everywhere, as were Soviets of Peasants’ De¬ 
puties. In 1918, at the Third All-Russia Congress of Soviets, the 
Soviets of Workers' and Soldiers’ Deputies were merged with those 
of Peasants’ Deputies. The Soviets of Workers’, Peasants’ and Red 
Army Deputies were reformed in 1936 by the USSR Constitution 
into Soviets of Working People’s Deputies. 

Lenin stated that the Soviet Republic was the state form of the 
dictatorship of the proletariat. Soviet power became the most mass 
organisation of the working people in the struggle for the socialist 
restructuring of society. 

T he State Bank 

This is the bank of issue, the main bank for short-term crediting 
and the unified accounting and cash centre in the country. It was 
established by decree of the Council of People’s Commissars in Oc¬ 
tober 1921 and is now the largest bank in the world in terms of the 
volume of its operations, the sum of concentrated resources and the 
size of its network of branches. 


The Supreme Economic Council (SEC) 

This authority was set up in December 1917 to regulate the eco¬ 
nomic life of the country according to a plan, co-ordinate and com¬ 
bine the activities of all economic establishments and guide the local 
agencies. The SEC was empowered to nationalise enterprises and 
take other measures necessary in the organisation of production and 
distribution. Individual branches of industry were headed by chief 
and central administrations. On the local level, there were economic 
councils subordinate to the SEC and the Soviets of Workers’ and 
Soldiers Deputies. The SEC structure changed in accordance with 
the tasks of socialist construction. During the period of the First 
Five-Year Plan, the rapid growth of industry made it necessary to 
concentrate management in smaller units. On the basis of the SEC, 
people’s commissariats were set up to manage individual branches 
of industry and this made it possible to concentrate the resources 
for creating the leading branches of heavy industry in the hands 
of the state and also created the conditions for rapid socialist in¬ 
dustrialisation of the country. 
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Syndicate 

A syndicate is one of the forms of capitalist monopolistic asso¬ 
ciation. It constitutes an agreement between capitalist entrepreneurs 
on the sale of output. The syndicate undertakes to sell the goods of 
its enterprises, depriving them of their commercial independence; 
it determines the amount of output they arc to produce, distributes 
profits among them, and so on. 

During the NEP period, economic organisations combining groups 
of trusts producing a homogeneous product, for the purposes of 
wholesale trade, raw material purchases and the planning of tra¬ 
ding operations were also called syndicates. The main task of 
these syndicates was to organise the sale of output of state industry. 

'Target Figures for the Development of the National Economy 
of the USSR 

These constitute the first outlines for the annual plans for the 
development of the national economy between 1925 and 1930. Since 
during the transitional period from capitalism to socialism, capitalist 
and petty-commodity structures were still in existence, the target 
figures included, along with the plan targets for the socialist sector, 
measures for regulating the private sector through a policy of pri¬ 
ces, taxes, credit, development of co-operation, etc. The target figures 
were laid down by Gosplan. As the socialist sector developed, they 
were gradually transformed into an annual national economic plan. 
In 1931, transition was made from target figures to a state annual 
plan for the development of the national economy. 

The Transitional Period from Capitalism to Socialism 

This is the period in history beginning from the time when the 
working class, in alliance with the peasantry, wins political power 
and takes the key branches of the economy into its hands, and en¬ 
ding with the construction of socialism. During the transitional period, 
the working class overcomes the resistance of the exploiters and fun¬ 
damentally transforms the national economy, develops productive 
forces, builds the socialist economy, tempers itself as a force capable 
of running the country and re-educates the petty-bourgeois masses. 

The economy of the transitional period results from the overthrow 
of capitalism, the establishment of the dictatorship of the proleta¬ 
riat and socialist socialisation of the main means of production. The 
major socio-economic structures of the transitional period arc social¬ 
ist, petty-commodity and capitalist. Along with these, the transitio¬ 
nal period might include other forms of economy such as the pat¬ 
riarchal economy and also state capitalism. 1 lie classes correspon¬ 
ding to the main structures of the transitional period are the wor¬ 
king class, the petty bourgeoisie (particularly the peasantry) and 
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the bourgeoisie. The main contradiction of the transitional period is 
that between moribund capitalism and growing socialism. 

This period witnesses a battle between emerging socialism anti 
capitalism that has been overthrown but has not yet disappeared. 
The socialist state pursues an economic policy aimed at building so¬ 
cialism on the basis of the union of the working class and the pea¬ 
santry under the guidance of the working class. The transitional pe¬ 
riod comes to an end with the elimination of capitalist elements in 
industry and agriculture and the victory of socialism throughout 
the economy. 

7 rusts 

A trust is one of the forms of capitalist monopoly, developing 
from concentration of production, under which its member enterpri¬ 
ses lose their independence and arc subordinate to a unified mana¬ 
gement. 

In a socialist economy, a trust is one of the forms of the orga¬ 
nisation of industrial production. During the transitional period from 
capitalism to socialism, trusts formed the intermediary link in the 
system of the centralised management of state industry. They com¬ 
bined a number of enterprises producing similar or complementary 
articles. The characteristic features of the trust were their legal iso¬ 
lation; economic independence within the framework of the estab¬ 
lished plan and in accordance with existing legislation: unity of 
production programme, administrative management, technical su¬ 
pervision, financing and material and technical supply. 1 he trust 
form of organisation was not a stable one. It developed, improved 
and adapted to changing circumstances, acquiring new characteris¬ 
tic features. 

Uyezd 

The uyezd was an administrative, judicial and financial unit in 
Russia. Uyezds existed in the USSR up to 1929. 

War Communism 

The economic policy of the proletarian state during the peiiod 
of the Civil War and foreign military intervention from 1918 to 
1920, under conditions of economic ruin and shortage of resources. 
It was based on a military and political union of the working class 
and the peasantry in the struggle against their enemies. The War 
Communism policy was necessitated by the need to mobilise all the 
resources of the country for the needs of the army. Universal labour 
conscription was introduced for the able-bodied population; in order 
to supply the workers and the army food requisitioning was intro¬ 
duced under which the peasants handed over all their surplus pro¬ 
duce to the state. All large and medium-scale industry and a part 
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of small-scale industry was concentrated in the hands of the state 
and it was controlled by central authorities supplying industry with 
fuel, raw and other materials and also distributing the finished pro¬ 
ducts according to coupons rather than for money. The population 
in the cities was supplied with consumer goods according to ration 
cards, with the workers enjoying an advantage. Private trade in 
foodstuffs and other essentials was forbidden and a monopoly over 
grain sales was introduced. 

The War Communism policy ensured the victory of the proleta¬ 
rian state in the Civil War. Once the war was over, the policy was 
abolished and the Soviet government went over to the New Economic- 
Policy (NEP). 

Workers' Control over Production and the Distribution of Output 

This consisted of a system of measures by the working class of 
Russia aimed at preparing for the socialist socialisation of produc¬ 
tion. It was first applied after the overthrow of tsarism in the spring 
of 1917. During this period, the main task of workers’ control was 
to protect industry from being destroyed by the capitalists who were 
thus attempting to stifle the imminent socialist revolution. Wor¬ 
kers’ control became generally wide-spread after the victory of the 
Great October Socialist Revolution as a measure aimed at limiting 
the economic power of the bourgeoisie and assisting the transition 
to nationalisation of large-scale industry, the banks, transport and 
foreign trade. 

Workers’ control was extremely important in maintaining pro¬ 
duction in the initial, most difficult period of the socialist revolu¬ 
tion and in suppressing capitalist sabotage. In the organs of wor¬ 
kers’ control, the proletariat passed through a school of industrial 
management and gained experience in regulating industry. This was 
of great importance for the preparations for and actual nationalisa¬ 
tion of large-scale industry. 

Workers' Opposition 

This was an anti-Party anarcho-syndicalist group that emerged 
in 1920. It rejected the guiding role of the Communist Party, the sig¬ 
nificance of the dictatorship of the proletariat in economic develop¬ 
ment and set the trade unions in opposition to the Communist Party 
and the Soviet state. The Workers’ Opposition was routed by the 
Communist Party. 
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